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PENSION  EQUITY  FOR  WOMEN 


THURSDAY,  SEPTEMBER  29,  1983 

House  of  Representatives, 
Subcommittee  on  Labor-Management  Relations, 

Committee  on  Education  and  Labor, 

Washington,  D.C. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.m.,  in  room 
2261,  Rayburn  House  Office  Building,  Hon.  William  (Bill)  Clay 
(chairman  of  the  subcommittee)  presiding. 

Members  present:  Representatives  Clay,  Kildee,  Miller,  Rou- 
kema,  Erlenborn,  and  Chandler. 

Staff  present:  Phyllis  Borzi,  counsel  for  pensions;  Frederick  L. 
Feinstein,  staff  director/counsel;  Russell  J.  Mueller,  actuary  and 
Republican  legislative  associate;  and  Daniel  V.  Yager,  Republican 
assistant  labor  counsel. 

Mr.  Clay.  The  subcommittee  will  come  to  order. 

Today  the  Subcommittee  on  Labor-Management  Relations  will 
hold  a  hearing  on  issues  of  pension  equity  for  women. 

The  private  pension  system  is  intended  to  deliver  benefits  to  sup- 
plement those  provided  by  the  social  security  system.  Tragically, 
unforeseen  faults  in  the  fundamental  design  of  both  retirement  sys- 
tems stand  in  the  way  of  meeting  our  national  goal:  to  insure  the 
well  being  of  our  elderly. 

The  private  pension  system,  like  the  social  security  system,  gen- 
erally rewards  a  certain  kind  of  work  behavior;  that  is,  a  lifetime 
of  steady  work  and  high  earnings.  Women's  work  patterns  don't 
conform  to  this  model.  According  to  statistics,  a  woman  is  likely  to 
work  inside  the  home  as  well  as  outside  it  at  different  times  in  her 
lifetime.  When  in  paid  employment,  she  is  likely  to  be  in  part-time 
work  and  segregated  into  low-paying  service  fields  that  are  tolerant 
of  departure  and  reentry.  Given  this  trend,  it  is  rare  that  women 
earn  pension  benefits  in  their  own  right.  Only  19  percent  do. 

Older  women  are  suffering  dire  economic  hardships.  In  1981,  the 
median  total  money  income  of  women  over  65  was  $4,757,  a  sum 
hardly  adequate  to  meet  their  housing  and  long-term  health  care 
needs.  They  are  now  72  percent  of  the  elderly  who  live  in  poverty. 

For  most  women,  the  only  hope  of  supplementing  their  social  se- 
curity dependent's  benefit  is  in  claiming  a  joint  share  of  their  hus- 
band's pension.  These  women  face  serious  vulnerabilities  as  a 
result  of  current  pension  law. 

Presently,  a  woman  may  be  denied  rights  to  pension  benefits 
with  the  dissolution  of  a  marriage  by  death  or  divorce  regardless  of 
how  many  years  she  served  as  an  economic  partner  to  a  man  cov- 
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ered  by  a  plan.  Her  joint  and  survivor  annuity  could  be  signed 
away  by  her  husband  without  her  knowledge  or  consent. 

We  are  here  today  to  look  closely  at  our  pension  laws  and  ad- 
dress their  serious  inadequacies.  H.R.  2100  is  one  step  toward  rea- 
sonable reform  and  toward  meeting  our  national  goal. 

[Text  of  H.R.  2100  follows:] 


98th  congress 
18T  Session 


H.R.2100 


To  amend  the  Employee  Retirement  Income  Security  Act  of  1974  and  the 
Internal  Revenue  Code  of  1954  to  provide  greater  protection  to  women 
under  private  pension  plans. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

Maech    15,  1983 

Ms.  Feeeaeo  introduced  the  following  bill;  which  was  referred  jointly  to  the 
Conunittees  on  Education  and  Labor  and  Ways  and  Means 


A  BILL 

To  amend  the  Employee  Retirement  Income  Security  Act  of 
1974  and  the  Internal  Revenue  Code  of  1954  to  provide 
greater  protection  to  women  under  private  pension  plans. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Private  Pension  Reform 

5  Act  of  1983". 

6  SEC.  2.  JOINT  AND  SURVIVOR  ANNUITY  REQUIREMENTS. 

7  (a)  Amendments  to  the  Employee  Retirement 

8  Income  Security  Act  of  1974. — 
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1  (1)    SUEVIVOE    ANNUITY    BEQUIEEMENT8    WITH- 

2  OUT  ELECTION. — 

3  (A)  In  genebal. — Section  205  of  the  Em- 

4  ployee  Retirement  Income  Security  Act  of  1974 

5  (relating  to  joint  and   survivor  annuity  require- 

6  ment)  (29  U.S.C.   1055)  is  amended  by  striking 

7  out  subsections  (b)  and  (c)  and  inserting  in  lieu 

8  thereof  the  following  new  subsection: 

9  "(b)(1)  A  plan  which  provides  that  the  normal  form  of 

10  benefit  is  an  annuity  shall  not  be  treated  as  satisfying  the 

11  requirements  of  this  section  unless  the  plan  provides,  with 

12  respect  to  any  participant  described  in  paragraph  (2),  a  survi- 

13  vor  armuity  for  the  participant's  surviving  spouse  (if  such 

14  spouse  is  living  on  the  survivor  armuity  starting  date) — 

15  "(A)  which  begins  on  the  survivor  annuity  start- 

16  ing  date  and  continues  for  the  life  of  such  spouse,  and 

17  "(B)  the  payments  under  which  are  not  less  than 

18  the  payments  which  would  have  been  made  under  the 

19  survivor   annuity   to   which   such   spouse   would  have 

20  been  entitled  if  the  participant  had  terminated  employ- 

21  ment  on  his  date  of  death,  had  survived  and  retired  on 

22  the  survivor  annuity  starting  date,  and  had  died  on  the 

23  day  following  such  date. 

24  "(2)  A  participant  referred  to  in  paragraph  (1)  is  de- 

25  scribed  in  this  paragraph  if  the  participant — 
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1  "(A)  dies  before  an  annuity  starting  date  under 

2  the  plan  with  respect  to  the  participant,  and 

3  "(B)  is  credited  under  the  plan  with  at  least  10 

4  years  of  service  for  purposes  of  determining  under  sec- 

5  tion  203  nonforfeitable  rights  to  accrued  benefits.". 

6  (B)  SUEVIVOE  ANNUITY  STAETING  DATE. — 

7  Section  205(g)  of  such  Act  (29  U.S.C.  1055(g))  is 

8  amended  by  adding  at  the  end  thereof  the  foUow- 

9  ing  new  paragraph: 

10  "(4)   The   term   'survivor   annuity   starting   date' 

11  means,    in    connection    with    a    participant   who    dies 

12  before  an  annuity  starting  date  under  the  plan  with  re- 

13  spect  to  the  participant — 

14  "(A)  the  date  which  would  be  the  partici- 

15  pant's  annuity  starting  date  if  the  participant  had 

16  retired,  prior  to  death,  on  the  date  on  which  the 

17  participant  would  have  attained  the  earUest  retire- 

18  ment  age  under  the  plan, 

19  "(B)  the  date  of  death  of  the  participant  (if 

20  later  than  the  date  specified  in  subparagraph  (A)), 

21  or 

22  "(C)  any  other  date,  subsequent  to  the  dates 

23  specified  in  subparagraphs  (A)  and  (B),  selected  by 

24  the  participant's  surviving  spouse  in  accordance 

25  with  plan  procedures,  except  that  such  date  may 
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1  not  be  later  than  the  date  on  which  the  partici- 

2  pant  would  have  attained  normal  retirement  age 

3  under  the  plan  had  the  participant  lived  to  such 

4  date.". 

5  (C)     Conforming     amendment. — Section 

6  205(d)  of  such  Act  (29  U.S.C.  1055(d))  is  amend- 

7  ed  by  striking  out  "(whether  or  not  an  election 

8  has  been  made  under  subsection  (c))". 

9  (D)  Divorces  after  annuity  starting 

10  DATE. — Section    205(d)    of   such   Act   is   further 

11  amended  by  adding  at  the  end  thereof  the  foUow- 

12  ing  new  sentence:  "In  the  case  of  an  individual 

13  who  was  the  spouse  of  the  participant  on  the  an- 

14  nuity  starting  date  and  who  survives  the  partici- 

15  pant,  a  plan  shall  not  be  treated  as  satisfying  the 

16  requirements  of  this  section  unless  the  plan  treats 

17  such   individual   as   if   such   individual   were   the 

18  spouse  of  the  participant  on  the  date  of  death  of 

19  the  participant  (whether  or  not  divorced  after  the 

20  annuity  starting  date).". 

21  (2)    Requirements    for    election    not    to 

22  TAKE  JOINT  AND  SURVIVOR  ANNUITY. — SubsCCtioU  (c) 

23  of  section   205   of  such  Act  (29  U.S.C.    1055(e))  is 

24  amended  to  read  as  follows: 
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1  "(e)  A  plan  shall  not  be  treated  as  satisfying  the  require- 

2  ments  of  this  section  unless,  under  the  plan — 

3  "(1)  each  participant  has  a  reasonable  period  (as 

4  prescribed  by  the  Secretary  of  the  Treasury  by  regula- 

5  tions)  before  the  annuity  starting  date  during  which  the 

6  participant  may  elect  in  writing  (after  such  participant 

7  has  received  a  written  explanation  of  the  terms  and 

8  conditions  of  the  joint  and  survivor  annuity  and  the 

9  effect  of  an  election  mider  this  subsection)  not  to  take 

10  such  joint  and  stu^dvor  annuity,  and 

11  "(2)  such  an  election  will  not  be  effective  unless 

12  the  spouse  of  the  participant  (as  of  the  tune  such  elec- 

13  tion  is  made)  consents  in  vmting  to  such  an  election 

14  and  such  consent  is  witnessed  by  a  plan  representative 

15  or  a  notary  public". 

16  (3)  Repeal  of  allowance  foe  delayed  ef- 

17  FECTIVE  DATE  FOE  ELECTION. — Subsection  (f)  of  SCC- 

18  tion  205  of  such  Act  (29  U.S.C.  1055(f))  is  repealed. 

19  (4)  CoNFOEMiNG  AMENDMENT. — Section  205(h) 

20  of  such  Act  (29  U.S.C.  1055(h))  is  amended  by  striking 

21  out  "under  an  election  made  under  subsection  (c)". 

22  (5)  Suevivoe's  benefit  election  foe  cee- 

23  tain  paeticipants.— Section  205(i)  of  such  Act  (29 

24  U.S.C.  1055(i))  is  amended  to  read  as  follows: 
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1  "(i)(l)  Except  as  provided  in  paragraph  (2),  this  section 

2  shall  apply  only  if — 

3  "(A)    the    annuity    starting    date    did    not    occur 

4  before  the  effective  date  of  this  section,  and 

5  "(B)  the  participant  was  an  active  participant  in 

6  the  plan  on  or  after  such  effective  date. 

7  "(2)  A  plan  shall  not  be  treated  as  satisfying  the  re- 

8  quirements  of  this  section  unless  the  plan  provides  that  any 

9  participant  who  is  not  a  participant  described  in  paragraph 

10  (1)(B)  may  elect  to  receive  benefits  in  the  form  of  a  jomt  and 

11  survivor  annuity  if  such  election  takes  place  before  the  annu- 

12  ity  starting  date.". 

13  (b)  Amendments  to  the  Internal  Revenue  Code 

14  OF  1954.— 

15  (1)    SUEVIVOE    ANNUITY    EEQUIEEMENTS    WITH- 

16  OUT  ELECTION. — 

17  (A)  In  GENERAL. — Paragraph  (11)  of  section 

18  401(a)   of  the  Internal  Revenue   Code   of   1954 

19  (relating  to  qualified  pension,  profit-sharing,  and 

20  stock-bonus  plans)  is  amended  by  striking  out  sub- 

21  paragraphs  (B)  and  (C)  and  inserting  in  lieu  there- 

22  of  the  following  new  subparagraph: 

23  "(B)(i)  A  plan  which  provides  that  the  normal 

24  form  of  benefit  is  an  annuity  shall  not  be  treated  as 
26  satisfying  the  requirements  of  this  paragraph  unless  the 
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1  plan  provides,  with  respect  to  any  participant  described 

2  in  clause  (ii),  a  survivor  annuity  for  the  participant's 

3  surviving  spouse  (if  such  spouse  is  living  on  the  survi- 

4  vor  annuity  starting  date) — 

5  "(I)  which  begins   on  the   survivor  annuity 

6  starting  date  and  continues  for  the  life  of  such 

7  spouse,  and 

8  "(II)  the  payments  under  which  are  not  less 

9  than,  the  payments  which  would  have  been  made 

10  under  the  survivor  annuity  to  which  such  spouse 

11  would  have  been  entitled  if  the  participant  had 

12  terminated  employment  on  his  date  of  death,  had 

13  survived  and  retired  on  the  survivor  annuity  start- 

14  ing  date,  and  had  died  on  the  day  following  such 

15  date. 

16  "(ii)   A   participant   referred   to   in   clause   (i)   is 

17  described  in  this  clause  if  the  participant — 

18  "(I)    dies    before    an    annuity    starting    date 

19  under  the  plan  with  respect  to  the  participant, 

20  and 

21  "(TO  is  credited  under  the  plan  with  at  least 

22  10  years  of  service  for  purposes  of  determining 

23  under  section  411  nonforfeitable  rights  to  accrued 

24  benefits.". 
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1  (B)  SUEVIVOE  ANNXHTY   STARTING  DATE. — 

2  Subparagraph  (G)  of  section  401(a)(ll)  such  Code 

3  is  amended — 

4  (i)  in  clause  (ii),  by  striking  out  "and"; 

5  (ii)  in  clause  (iii),  by  striking  out  "par- 

6  ticipant."  and  inserting  in  lieu  thereof  "par- 

7  ticipant,  and";  and 

8  (iii)  by  adding  at  the  end  thereof  the  fol- 

9  lowing  new  clause: 

10  "(iv)    the    term    'survivor    annuity    starting 

11  date'  means,  in  connection  with  a  participant  who 

12  dies  before  an  annuity   starting  date  under  the 

13  plan  with  respect  to  the  participant — 

14  "(I)  the  date  which  would  be  the  par- 

15  ticipant' s  annuity  starting  date  if  the  partici- 

16  pant  had  retired,  prior  to  death,  on  the  date 

17  on  which  the  participant  would  have  attained 

18  the  earUest  retirement  age  under  the  plan, 

19  "(II)  the  date  of  death  of  the  participant 

20  (if  later  than  the  date  specified  in  subclause 

21  (D),  or 

22  "(TIT)  any  other  date,  subsequent  to  the 

23  dates    specified   in   subclauses    (I)   and   (II), 

24  selected  by  the  participant's  surviving  spouse 

25  in  accordance  with  plan  procedures,  except 
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1  that  such  date  may  not  be  later  than  the 

2  date  on  which  the  participant  would  have  at- 

3  tained  normal  retirement  age  under  the  plan 

4  had  the  participant  lived  to  such  date.". 

5  (C)    Conforming   amendment, — Subpara- 

6  graph  (D)  of  section  401(a)(ll)  of  such  Code  is 

7  amended  by  striking  out  "(whether  or  not  an  elec- 

8  tion  described  in  subparagraph  (C)  has  been  made 

9  under  subparagraph  (C))". 

10  (D)  DrvoECES  aftee  annuity  starting 

11  DATE. — Subparagraph  (D)  of  section  401(a)(ll)  of 

12  such  Code  is  further  amended  by  adding  at  the 

13  end  the  following  new  sentence:  "In  the  case  of 

14  an  individual  who  was  the  spouse  of  the  partici- 

15  pant  on  the  annuity  starting  date  and  who  sur- 

16  vivos  the  participant,  a  plan  shall  not  be  treated 

17  as  satisfjdng  the  requirements  of  this  paragraph 

18  unless  the  plan  treats  such  individual  as  if  such 

19  individual  were  the  spouse  of  the  participant  on 

20  the  date  of  death  of  the  participant  (whether  or 

21  not  divorced  after  the  annuity  starting  date).". 

22  (2)    Requirements    for    election    not    to 

23  take  joint  and  survivor  annuity. — Subparagraph 

24  (E)  of  section  401(a)(ll)  of  such  Code  is  amended  to 

25  read  as  follows: 
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1  "(E)  A  plan  shall  not  be  treated  as  satisfjdng  the 

2  requirements    of    this    paragraph    unless,    under    the 

3  plan — 

4  "(i)  each  participant  has  a  reasonable  period 

5  (as  prescribed  by  the   Secretary  by  regulations) 

6  before  the  annuity  starting  date  during  which  the 

7  participant  may  elect  in  writing  (after  such  par- 

8  ticipant  has  received  a  written  explanation  of  the 

9  terms  and  conditions  of  the  joint  and  survivor  an- 

10  nuity  and  the  effect  of  an  election  under  this  sub- 

11  section)  not  to  take  such  joint  and  survivor  annu- 

12  ity,  and 

13  "(ii)  such  an  election  will  not  be  effective 

14  unless  the  spouse  of  the  participant  (as  of  the  time 

15  such  election  is  made)  consents  in  writing  to  such 

16  an  election  and  such  consent  is  vdtnessed  by  a 

17  plan  representative  or  a  notary  public". 

18  (3)    Repeal    of    allowance    foe    delayed 

19  EFFECTIVE  DATE  FOE  ELECTION. — Subparagraph  (F) 

20  of  section  401(a)(ll)  of  such  Code  is  repealed. 

21  (4)    SuEVTVOE'S    BENEFIT    ELECTION    FOE    CEE- 

22  TAIN   PAETiciPANTS. — Subparagraph   (H)    of   section 

23  401(a)(ll)  of  such  Code  is  amended  to  read  as  follows: 

24  "(H)(i)  Except  as  provided  in  clause  (ii),  this  para- 

25  graph  shall  apply  only  if — 
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1  "(I)  the  annuity  starting  date  did  not  occur 

2  before  the  effective  date  of  this  section,  and 

3  "(n)  the  participant  was  an  active  partici- 

4  pant  in  the  plan  on  or  after  such  effective  date. 

5  "(ii)  A  plan  shall  not  be  treated  as  satisfying  the 

6  requirements  of  this  paragraph  unless  the  plan  provides 

7  that  any  participant  who  is  not  a  participant  described 

8  in  clause  (i)(II)  may  elect  to  receive  benefits  in  the 

9  form  of  a  joint  and  survivor  annuity  if  such  election 

10  takes  place  before  the  annuity  starting  date.". 

11  (c)  Effective  Dates. — 

12  (1)    Except    as    provided   in   paragraph    (2),    the 

13  amendments   made   by   this    section   shall   apply  with 

14  respect  to  plan  years  beginning  more  than  one  year 

15  after  the  date  of  the  enactment  of  this  Act. 

16  (2)  The  amendments  made  by  subsections  (a)(5) 

17  and  (b)(4)  shall  take  effect  on  the  date  of  the  enactment 

18  of  this  Act. 

19  SEC.   3.   PROHIBITION   AGAINST  ASSIGNMENT   OF   BENEFITS 

20  NOT  TO  APPLY  IN  DIVORCE,  ETC.,  PROCEED- 

21  INGS. 

22  (a)  Amendment  of  the  Employee  Retieement 

23  Income  Secueity  Act  of  1974. — Subsection  (d)  of  section 

24  206  of  the  Employee  Retirement  Income  Security  Act  of 

25  1974  (relating  to  form  and  payment  of  benefits)  (29  U.S.C. 


28-481     0-83 2 
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1  1056(d))  is  amended  by  adding  at  the  end  thereof  the  follow- 

2  ing  new  paragraph: 

3  "(3)  Paragraph  (1)  shall  not  apply  in  the  case  of  a  judg- 

4  ment,  decree,  or  order  (including  an  approval  of  a  property 

5  settlement  agreement)  relating  to  child  support,  alimony  pay- 

6  ments,  or  marital  property  rights,  pursuant  to  a  State  domes- 

7  tic  relations  law  (whether  of  the  common  law  or  community 

8  property  type),  which — 

9  "(A)   creates   or  recognizes   the   existence  of  an 

10  individual's  right  to  receive  all  or  a  portion  of  the 

11  benefits  to  which  a  participant  or  a  participant's  desig- 

12  nated  beneficiary  would  otherwise  be  entitled  under  a 

13  pension  plan, 

14  "(B)     clearly     identifies     such     participant,     the 

15  amount  or  percentage  of  such  benefits  to  be  paid  to 

16  such  individual,  the  number  of  payments  to  which  such 

17  judgment,  decree,  or  order  applies,  and  the  name  and 

18  maUing  address  of  such  individual,  and 

19  "(C)  does  not  require  such  plan  to  alter  the  effec- 

20  tive  date,  tuning,  form,   duration,  or  amount  of  any 

21  benefit  payments  under  the  plan  or  to  honor  any  elec- 

22  tion  which  is  not  provided  for  under  the  plan  or  which 

23  is  made  by  a  person  other  than  a  participant  or  benefi- 

24  ciary.". 
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1  (b)  Amendment  of  the  Inteenal  Revenue  Code 

2  OF  1954. — Paragraph  (13)  of  section  401(a)  of  the  Internal 

3  Revenue  Code  of  1954  (relating  to  qualified  pension,  profit- 

4  sharing,  and  stock  bonus  plans)  is  amended  by  adding  at  the 

5  end  thereof  the  following  new  sentence:  "The  preceding  pro- 

6  visions  of  this  paragraph  shall  not  apply  in  the  case  of  any 

7  judgment,  decree,  or  order  pursuant  to  a  State  domestic  rela- 

8  tions  law  (whether  of  the  common  law  or  community  proper- 

9  ty  type)  if  such  judgment,  decree,  or  order  is  described  in 

10  section  206(d)(3)  of  the  Employee  Retirement  Income  Secu- 

11  rity  Act  of  1974.". 

12  (c)  Effective  Date. — The  amendments  made  by  this 

13  section  shall  take  effect  on  the  date  of  the  enactment  of  this 

14  Act. 

15  SEC.   4.  EXEMPTION  FROM   ERISA  PREEMPTION  FOR  JUDG- 

16  MENTS,  DECREES,  AND  ORDERS  PURSUANT  TO 

17  STATE  DOMESTIC  RELATIONS  LAW. 

18  (a)  General  Rule. — Section  514(b)  of  the  Employee 

19  Retirement  Income  Security  Act  of  1974  (relating  to  exemp- 

20  tions  from  preemption)  (29  U.S.C.  1144(b))  is  amended  by 

21  adding  at  the  end  thereof  the  following  new  paragraph: 

22  "(7)  Subsection  (a)  shall  not  apply  with  respect  to  any 

23  judgment,  decree,  or  order  pursuant  to  a  State  domestic  rela- 

24  tions  law  (whether  of  the  common  law  or  community  proper- 
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1  ty  type)  if  such  judgment,  decree,  or  order  is  described  in 

2  section  206(d)(3).". 

,3  (b)  Effective  Date. — The  amendment  made  by  sub- 

4  section  (a)  shall  take  effect  on  the  date  of  the  enactment  of 

5  this  Act. 

6  SEC.  5.  LOWERING  OF  AGE  LIMITATION  FOR  MINIMUM  PAR- 

7  TICIPATION  STANDARDS. 

8  (a)  Amendment  of  Employee  Retieement  Income 

9  Secueity  Act  of  1974. — Subparagraphs  (A)(i)  and  (B)(ii) 

10  of  section  202(a)(1)  of  the  Employee  Retirement  Income 

11  Security  Act  of   1974  (relating  to  minimum  participation 

12  standards)  (29  U.S.C.  1052(a)(1)  (A)(i)  and  (B)(U))  are  each 

13  amended  by  striking  out  "25"  and  inserting  in  lieu  thereof 

14  "21". 

15  (b)  Amendment  of  Internal  Revenue  Code  of 

16  1954.— Subparagraphs  (A)(i)  and  (B)(ii)  of  section  410(a)(1) 

17  of  the  Internal  Revenue  Code  of  1954  (relating  to  minimum 

18  participation  standards)  are  each  amended  by  striking  out 

19  "25"  and  inserting  in  lieu  thereof  "21". 

20  (c)  Effective  Date. — The  amendments  made  by  this 

21  section  shall  apply  to  plan  years  beginning  more  than  ninety 

22  days  after  the  date  of  the  enactment  of  this  Act. 
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1  SEC.  6.  COUNTING  YEARS  OF  SERVICE  AFTER  AGE  21  FOR 

2  VESTING. 

3  (a)  Amendment  of  Employee  Retirement  Income 

4  Secueity  Act  of  1974.— Section  203(b)(1)(A)  of  the  Em- 

5  ployee  Retirement  Income  Secmity  Act  of  1974  (29  U.S.C. 

6  1053(b)(1)(A))  is  amended  by  striking  out  "22"  and  inserting 

7  in  lieu  thereof  "21". 

8  (b)  Amendment  of  Inteenal  Revenue  Code  of 

9  1954.— Section  411(a)(4)(A)  of  the  Internal  Revenue  Code  of 

10  1954  (relating  to  minimum  vesting  standards)  is  amended  by 

11  striking  out  "22"  and  inserting  in  lieu  thereof  "21". 

12  (c)  Effective  Date. — The  amendments  made  by  this 

13  section  shall  apply  to  plan  years  beginning  more  than  90 

14  days  after  the  date  of  the  enactment  of  this  Act. 

15  SEC.  7.  continuation  of  benefit  accruals  while  the 

16  employee  is  on  approved  maternity  or 

17  paternity  leave. 

18  (a)  Amendment  of  Employee  Retirement  Income 

19  Security  Act  of  1974. — 

20  (1)  Minimum  participation  standards. — Sub- 

21  section  (b)  of  section  202  of  the  Employee  Retirement 

22  Income  Security  Act  of   1974  (relating  to  mmimum 

23  participation  standards)  (29  U.S.C.  1052(b))  is  amend- 

24  ed  by  adding  at  the  end  thereof  the  following  new 

25  paragraph: 
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1  "(5)(A)  For  purposes  of  this  section,  for  each  week  of  an 

2  approved  maternity  or  paternity  leave  of  an  employee,  the 

3  employee  shall  be  deemed  to  have  performed  20  hours  of 

4  service  for  the  employer. 

5  "(B)  For  purposes  of  subparagraph  (A),  the  term  'ap- 

6  proved  maternity  or  paternity  leave'  means  any  period  (not  to 

7  exceed  52  weeks)  during  which  the  employee  is  absent  from 

8  work  if — 

9  "(i)  such  absence  is  by  reason  of  pregnancy  or  the 

10  birth  of  a  child  of  the  employee  or  for  purposes  of 

11  caring  for  a  child  of  the  employee,  and 

12  "(ii)  such  absence  is  approved  by  the  employer. 

13  "(C)  Subparagraph  (A)  shall  not  apply  unless  the  em- 

14  ployee  continues  to  perform  service  for  the  employer  after  the 

15  end  of  the  approved  maternity  or  paternity  leave  or  offers  to 

16  do  so  but  is  not  reemployed  by  the  employer.". 

17  (2)  Minimum  vesting  standaeds. — Subsection 

18  (b)  of  section  203  of  such  Act  (relating  to  minimum 

19  vesting  standards)  (29  U.S.C.  1053(b))  is  amended— 

20  (A)  by  redesignating  paragraph  (4)  as  para- 

21  graph  (5);  and 

22  (B)  by  inserting  after  paragraph  (3)  the  fol- 

23  lowing  new  paragraph: 

24  "(4)(A)  For  purposes  of  this  section,  for  each  week  of  an 

25  approved  maternity  or  paternity  leave  of  an  employee,  the 
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1  employee  shall  be  deemed  to  have  performed  20  hours  of 

2  service  for  the  employer. 

3  "(B)  For  pmT)oses  of  subparagraph  (A),  the  term  'ap- 

4  proved  maternity  or  paternity  leave'  means  any  period  (not  to 

5  exceed  52  weeks)  during  vi^hich  the  employee  is  absent  from 

6  work  if — 

7  "(i)  such  absence  is  by  reason  of  pregnancy  or  the 

8  birth  of  a  child  of  the  employee  or  for  purposes  of 

9  caring  for  a  child  of  the  employee,  and 

10  "(ii)  such  absence  is  approved  by  the  employer. 

11  "(C)  Subparagraph  (A)  shall  not  apply  unless  the  em- 

12  ployee  continues  to  perform  service  for  the  employer  after  the 

13  end  of  the  approved  maternity  or  paternity  leave  or  offers  to 

14  do  so  but  is  not  reemployed  by  the  employer.". 

15  (3)  Benefit  accrual  eequibements. — Section 

16  204  of  such  Act  (relatmg  to  benefit  accrual  require- 

17  ments)  (29  U.S.C.  1054)  is  amended— 

18  (A)  by  redesignating  subsection  (h)  as  subsec- 

19  tion  (i);  and 

20  (B)  by  inserting  after  subsection  (g)  the  fol- 

21  lowing  new  subsection: 

22  "(h)(1)  For  purposes  of  this  section,  for  each  week  of  an 

23  approved  maternity  or  paternity  leave  of  an  employee,  the 

24  employee  shall  be  deemed  to  have  performed  20  hours  of 

25  service  for  the  employer. 
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1  "(2)  For  purposes  of  paragraph  (1),  the  term  'approved 

2  maternity  or  paternity  leave'  means  any  period  (not  to  exceed 

3  52  weeks)  during  which  the  employee  is  absent  from  work 

4  if— 

5  "(A)  such  absence  is  by  reason  of  pregnancy  or 

6  the  birth  of  a  child  of  the  employee  or  for  purposes  of 

7  caring  for  a  child  of  the  employee,  and 

8  "(B)  such  absence  is  approved  by  the  employer. 

9  "(3)  Paragraph  (1)  shall  not  apply  unless  the  employee 

10  continues  to  perform  service  for  the  employer  after  the  end  of 

11  the  approved  maternity  or  paternity  leave  or  offers  to  do  so 

12  but  is  not  reemployed  by  the  employer.". 

13  (b)  Amendments  to  the  Internal  Revenue  Code 

14  OF  1954.— 

15  (1)  Minimum  participation  standards. — Sub- 

16  section  (a)  of  section  410  of  the  Internal  Revenue  Code 

17  of  1954  (relating  to  minimum  participation  standards) 

18  is  amended  by  adding  at  the  end  thereof  the  following 

19  new  paragraph: 

20  "(6)    Approved    maternity    or    paternity 

21  LEAVE. — 

22  "(A)   In   general. — For  purposes   of  this 

23  section,  for  each  week  of  an  approved  maternity 

24  or  paternity  leave  of  an  employee,  the  employee 
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1  shall  be  deemed  to  have  performed  20  hom-s  of 

2  service  for  the  employer. 

3  "(B)  Appeoved  mateenity  oe  paternity 

4  LEAVE  DEEDED. — For  puTposes  of  subparagraph 

5  (A),   the  term  'approved  maternity  or  paternity 

6  leave'  means  any  period  (not  to  exceed  52  weeks) 

7  during  which  the  employee  is  absent  from  work 

8  if— 

9  "(i)  such  absence  is  by  reason  of  preg- 

10  nancy  or  the  birth  of  a  child  of  the  employee 

11  or  for  purposes  of  caring  for  a  child  of  the 

12  employee,  and 

13  "(ii)  such  absence  is  approved  by  the 

14  employer, 

15  "(C)  Seevice   eequieement  aftee  the 

16  LEAVE.— Subparagraph  (A)  shall  not  apply  unless 

17  the  employee  continues  to  perform  service  for  the 

18  employer  after  the  end  of  the  approved  maternity 

19  or  paternity  leave  or  offers  to  do  so  but  is  not 

20  reemployed  by  the  employer." 

21  (2)  Minimum  vesting  standards. — Subsection 

22  (d)  of  section  411  of  such  Code  (relating  to  minimum 

23  vesting  standards)  is  amended  by  addmg  at  the  end 

24  thereof  the  following  new  paragraph: 
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1  "(7)  Approved  maternity  or  paternity 

2  leave. — 

3  "(A)   In   general. — For   purposes    of   this 

4  section,  for  each  week  of  an  approved  maternity 

5  or  paternity  leave  of  an  employee,  the  employee 

6  shall  be  deemed  to  have  performed  20  hom-s  of 

7  service  for  the  employer. 

8  "(B)  Approved  maternity  or  paternity 

9  LEAVE  DEFINED. — For  purposes  of  subparagraph 

10  (A),   the   term   'approved  maternity  or  paternity 

11  leave'  means  any  period  (not  to  exceed  52  weeks) 

12  during  which  the  employee  is  absent  from  work 

13  if— 

14  "(i)  such  absence  is  by  reason  of  preg- 

15  nancy  or  the  birth  of  a  child  of  the  employee 

16  or  for  purposes  of  caring  for  a  child  of  the 

17  employee,  and 

18  "(ii)  such  absence  is  approved  by  the 

19  employer. 

20  "(C)  Service   requirement  after  the 

21  leave. — Subparagraph  (A)  shall  not  apply  unless 

22  the  employee  continues  to  perform  service  for  the 

23  employer  after  the  end  of  the  approved  maternity 

24  or  paternity  leave  or  offers  to  do  so  but  is  not 

25  reemployed  by  the  employer." 
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1  (c)  Effective  Date. — The  amendments  made  by  this 

2  section  shall  apply  to  plan  years  beginning  more  than  one 

3  year  after  the  date  of  the  enactment  of  this  Act. 
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Mr.  Clay.  Mrs.  Roukema? 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  you  for  scheduHng  this  hearing  today.  I  beUeve 
your  wisdom  in  holding  it  will  be  confirmed  by  the  pressing  nature 
of  what  we  hear  today  from  the  witnesses.  I  think  that  will  be 
amply  clear. 

Mr.  Chairman,  we  are  really  considering  today  a  problem  that 
has  been  suffered  most  by  one  particular  segment  of  our  popula- 
tion: women  of  retirement  age.  It  is  disturbing  to  note  that  81  per- 
cent of  all  women  over  the  age  of  65  who  live  alone  are  living 
below  the  poverty  line. 

Obviously,  there  is  no  single  reason  for  this,  but  when  one  ob- 
serves also  that  less  than  10  percent  of  all  surviving  spouses  re- 
ceive pension  benefits,  one  can  only  conclude  that  this  is  a  contrib- 
uting factor. 

The  importance  of  a  pension  is  underscored  by  the  fact  that 
while  32  percent  of  those  who  receive  social  security  benefits  alone 
are  at  or  below  the  poverty  line,  98  percent  of  those  receiving  social 
security  benefits  and  pension  benefits  are  above  the  poverty  line. 
This  is  one  measurement  of  the  so-called  feminization  of  poverty. 

We  cannot  ignore  the  progress  that  has  been  made  overall  in 
pension  coverage.  Since  1958  the  percent  of  private  sector  employ- 
ees covered  by  pension  plans  has  grown  from  32.4  to  50  percent. 

In  addition,  with  the  enactment  of  ERISA  in  1974 — credit  much 
of  that  progress  to  Mr.  Erlenborn,  my  ranking  member  here — some 
progress  has  been  made  for  women  with  the  inclusion  of  provisions 
such  as  that  which  requires  credit  to  be  given  for  work  before  a 
maternity  under  certain  conditions. 

However,  I  think  we  will  hear  today  that  many  of  the  provisions 
of  ERISA  are  anachronistic  and  do  not  give  due  recognition  to  the 
role  of  women  in  the  work  force,  be  they  at  home  or  in  the  office. 

I  won't  go  into  the  cases  in  point  that  we  have  outlined  here  of 
particular  interest  to  us  today,  and  I  am  interested  to  hear  what 
all  our  witnesses  have  to  say  on  joint  survivor  annuity  sections. 

I  will  go  on,  however,  in  the  interest  of  time  to  indicate  what 
pleasure  I  have  that  Mr.  Daniel  K.  Benjamin,  the  Acting  Assistant 
Secretary  of  Labor  for  Policy  Development,  is  to  testify  today  on 
behalf  of  the  administration's  bill,  of  which  I  am  an  original  co- 
sponsor. 

Several  months  ago  I  and  several  other  Congresswomen,  Republi- 
cans, began  meeting  with  the  White  House  to  address  issues  of  eco- 
nomic equity  for  women.  One  of  the  key  issues  was  the  need  to  ad- 
dress pension  equity  issues.  Shortly  thereafter,  the  administration 
agreed  to  a  comprehensive  review,  and  the  administration  bill  is 
the  product  of  that  policy  analysis.  The  President  is  to  be  com- 
mended for  this,  as  I  believe  this  legislative  proposal  will  be  a  cru- 
cial factor  in  expediting  needed  reforms. 

I  would  like  to  commend  the  Congresswomen  who  will  be  appear- 
ing before  us  today. 

Congresswoman  Schneider  was  most  effective  in  our  negotiations 
with  the  White  House. 

Unfortunately,  Congresswoman  Snowe,  who  took  a  leadership  po- 
sition among  the  Republicans,  will  not  be  here  today  but  is  submit- 
ting a  statement  for  the  record. 
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Congresswoman  Ferraro,  who  it  is  my  pleasure  to  greet  here 
today  and  welcome,  has  been  a  genuine  leader  in  making  the  Con- 
gress and  the  public  at  large  aware  of  the  problem  and  as  the  origi- 
nal sponsor  of  H.R.  2100,  she  deserves  a  considerable  share  of  the 
credit  for  the  attention  this  problem  is  finally  receiving. 

I  close  by  emphasizing  my  sincere  hope  that  all  of  us  who  are 
concerned  about  this  issue  will  work  closely  together  in  a  biparti- 
san fashion  to  address  these  inequities. 

Mr.  Clay.  Mr.  Miller,  do  you  have  an  opening  statement? 

Mr.  Miller.  No,  I  don't. 

Mr.  Clay.  Mr.  Erlenborn? 

Mr.  Erlenborn.  Thank  you,  Mr.  Chairman. 

Let  me  thank  you  for  setting  this  day  aside  for  a  hearing  on  this 
most  important  issue  of  women's  pension  equity.  There  are  things 
wrong  with  ERISA  that  must  be  remedied.  I  am  confident  that, 
after  hearing  the  witnesses  and  considering  the  various  suggestions 
that  have  been  made,  this  committee  will  act  with  dispatch  to  re- 
solve these  problems. 

Let  me  just  say  with  a  word  of  caution,  however,  that  most  any- 
thing that  we  do  with  ERISA  has  a  cost.  The  passage  of  ERISA 
itself  had  a  cost,  a  cost  which  is  immeasurable.  The  number  of 
plans  that  have  terminated  as  a  result  of  ERISA  because  of  the 
added  burden  of  administrative  cost  or  the  difficulty  with  comply- 
ing with  the  law,  those  terminations  in  numbers  are  horrendous, 
though  if  one  analyzes  them,  we  see  that  most  are  small  plans  and 
most  of  the  people  who  lost  defined  benefit  coverage  as  a  result  of 
those  terminations  have  had  that  replaced  with  some  other  type  of 
coverage,  either  with  another  employer  or  maybe  with  their  cur- 
rent employer  with  a  defined  contribution  plan. 

There  will  be  a  cost  to  such  things  as  joint  and  survivor  annu- 
ities. A  question  that  I  think  we  will  have  to  address  during  these 
hearings  is  who  will  pay  the  cost.  Is  it  just  to  be  automatically  as- 
sumed that  the  plan  sponsor  will  pick  up  the  added  cost?  Will  it  be 
paid  by  reducing  the  annuity  of  the  pensioner,  or  will  it  be  shared 
by  plan  participants  generally?  I  think  these  questions  must  be  ad- 
dressed. 

All  too  often  we  think  only  of  the  benefits  and  ignore  the  costs, 
which  I  think  is  a  mistake. 

Yesterday,  Mr.  Chairman,  I  pointed  out  the  costs  of  allocating 
credit  in  the  market,  how  by  giving  an  insured  loan  to  someone,  a 
guaranteed  loan,  we  are  allocating  credit  in  the  market  and,  as  a 
result,  others  who  might  be  more  creditworthy,  who  don't  have 
that  guarantee,  are  denied  credit  in  the  market.  Politically,  this  is 
a  great  deal  because  you  have  a  clearly  identifiable  beneficiary, 
who  is  grateful,  and  those  who  have  been  hurt  never  know  what 
you  have  done  to  them. 

Politically,  it  is  a  great  way  to  go,  I  admit,  but  I  don't  think  we 
can  afford  to  look  at  this  important  subject  in  that  political  way.  I 
think  we  must  look  not  only  for  the  benefits  that  can  be  gained  by 
the  legislation  we  are  considering,  but  also  think  very  carefully 
about  the  cost  even  though  those  who  pay  the  cost  may  never  be 
able  to  blame  us  directly  because  they  will  be  unaware  of  what  we 
have  done  to  them. 


26 

So,  that  is  just  a  word  of  caution,  Mr.  Chairman,  but  I  am  confi- 
dent that  with  the  help  of  the  various  women  Members  of  Congress 
who  have  taken  such  an  active  interest  in  this,  our  staff  and  mem- 
bers of  this  committee,  we  can  fmd  the  proper  balance. 

Thank  you. 

Mr.  Clay.  Thank  you. 

Mr.  Chandler? 

Mr.  Chandler.  I  have  no  statement,  Mr.  Chairman. 

Mr.  Clay.  Our  first  witness  this  morning  is  the  Honorable  Geral- 
dine  Ferraro,  our  distinguished  colleague.  We  welcome  you  to  the 
committee.  Your  prepared  statement,  without  objection,  will  be  en- 
tered into  the  record  in  its  entirety.  You  may  proceed  as  you 
desire. 

STATEMENT  OF  HON.  GERALDINE  FERRARO,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Ms.  Ferraro.  Mr.  Chairman,  I  want  to  start  by  thanking  you  for 
holding  this  important  hearing.  I  am  especially  appreciative  of  the 
work  you  have  been  doing  in  this  vital  area  since  taking  charge  of 
this  subcommittee  after  the  sudden  and  shocking  death  of  our  dear 
friend.  Chairman  Phillip  Burton.  I  know  it  was  no  easy  task,  and 
you  have  performed  it  admirably. 

I  also  want  to  thank  my  colleague,  Marge  Roukema,  for  her  very 
generous  comments  and  for  the  leadership  that  she  has  taken  with 
the  administration  in  this  particular  area.  I  am  enough  of  an  ideal- 
ist to  believe  that  we  are  about  the  Lord's  work  as  we  move  on  a 
bill  of  this  sort,  but  I  am  enough  of  a  realist  to  appreciate  the  polit- 
ical atmosphere  that  we  are  now  living  in  and  hope  that  in  that 
atmosphere  we  will  be  able  to  get  this  legislation  passed. 

My  private  pension  reform  bill,  H.R.  21('0,  is  an  attempt  to  im- 
prove the  odds  that  women,  be  they  homernakers  or  women  work- 
ing outside  the  home,  will  enjoy  an  old  age  of  financial  security.  It 
is  part  of  the  Economic  Equity  Act,  has  the  full  support  of  the  Con- 
gressional Caucus  for  Women's  Issues,  of  which  you,  Mr.  Chairman, 
are  a  member. 

Older  women,  whether  they  have  spent  their  lives  single  or  mar- 
ried, at  home,  at  work,  or  a  combination  of  the  two,  are  poorer 
than  older  men.  In  fact,  in  the  age  group  65  and  older  there  are 
2i  times  as  many  poor  women  as  there  are  poor  men. 

Women  are  shortchanged  by  private  pension  plans  because  the 
system  does  not  truly  recognize  the  contribution  that  women  make 
to  the  economy  of  take  into  account  women's  unique  work  pat- 
terns, patterns  which  revolve  around  childrearing  and  other  family 
responsibilities. 

Since  women  tend  to  earn  less  than  men,  only  59  cents  as  much 
on  the  average,  and  many  women  work  part  time,  they  are  doomed 
to  smaller  pensions  when  they  retire,  and  there  is  no  retirement 
plan  at  all  for  the  homemaker.  She  is  dependent  on  her  husband 
and  his  earnings  and  at  the  mercy  of  death  or  divorce. 

In  1981 — and  you  people  have  cited  statistics  in  each  of  your 
opening  statements — ^just  10.5  percent  of  women  aged  65  and  over 
were  receiving  private  pension  benefits.  These  pension  benefits  av- 
eraged $2,427  a  year.  By  comparison,  27.7  percent  of  men  in  that 
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age  group  had  pensions  averaging  almost  twice  as  much,  $4,152  a 
year. 

Clearly  there  is  much  room  for  improvement  in  the  private  pen- 
sions of  both  men  and  women,  but  the  situation  for  women  is 
worse.  This  bill  does  not  pretend  to  be  a  solution  to  the  problem  of 
retirement  security  for  people  who  have  worked  in  the  private 
sector.  It  is  not  a  new  ERISA  but  it  is,  I  believe,  a  running  start 
toward  greater  fairness  for  women. 

H.R.  2100  has  two  major  goals:  It  seeks  to  require  pension  plans 
to  provide  benefits  to  surviving  spouses,  and  it  seems  to  enhance 
the  opportunity  of  women  in  the  work  force  to  receive  pensions  in 
their  own  right  when  they  retire. 

The  provisions  for  spouses  for  these:  My  bill  requires  that  both 
spouses  sign  a  notarized  statement  if  they  choose  to  waive  joint  and 
survivor  benefits.  Some  60  percent  of  pension  participants  now 
choose  plans  with  no  survivor  benefits. 

It  is  clear  from  testimony  I  have  heard,  letters  I  have  received 
from  all  over  the  country,  that  many  widows  do  not  find  that  out, 
do  not  realize  that  they  have  lost  their  pension  rights  until  after 
the  funeral.  This  provision,  by  the  way,  will  cost  no  one  anjrthing. 
It  will  cost  neither  the  pension  plan  nor  the  Government  any 
money  at  all. 

My  bill  would  pay  survivor  benefits  to  the  spouse  even  if  the 
worker  dies  before  early  retirement  age  if  he  was  otherwise  fully 
vested  in  a  plan.  All  too  many  widows  are  left  penniless  because 
their  husbands  die  at  the  wrong  time,  after  10,  20  or  30  years  of 
work. 

Recognizing  that  marriage  is  a  partnership,  my  bill  gives  State 
divorce  courts  the  power  to  take  pension  benefits  into  account 
when  making  divorce  settlements. 

The  provisions  for  women  in  the  work  force  are  there:  This  bill 
reduces  the  age  for  pension  plan  participation,  vesting  credit  and 
benefits  accrual  from  25  to  21.  This  is  especially  important  for 
women,  whose  highest  labor  force  participation  rate,  70  percent, 
occurs  between  the  ages  of  20  and  24. 

H.R.  2100  provides  partial  pension  credit  during  an  approved  ma- 
ternity or  paternity  leave.  Like  military  service,  childbearing  and 
rearing  are  activities  for  which  parents  should  be  rewarded,  not 
punished  by  loss  of  benefits. 

Mr.  Chairman,  the  private  pension  reform  bill  seeks  fairness  for 
women.  On  an  even  deeper  level,  though,  this  bill  is  one  tool  for 
enhancing  the  productivity  of  the  American  worker  by  giving  both 
men  and  women  further  assurances  that  they  are  working  for  their 
own  futures  and  their  family's  security.  A  fair  system  of  benefits 
including  pension  benefits,  could  do  much,  I  believe,  to  promote 
worker's  commitment  to  their  jobs  and  workplace  satisfaction  and 
productivity. 

At  a  time  when  our  work  force  is  undergoing  enormous  changes, 
as  women  and  minorities  take  on  an  increasing  share  of  America's 
workload,  and  at  a  time  when  we  are  locked  in  fierce  economic 
combat  in  world  markets,  we  cannot  afford  to  overlook  any  oppor- 
tunity to  make  our  system  of  work  and  benefits  work  better  for  ev- 
erybody. 
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I  thank  you  again,  Mr.  Chairman,  for  holding  these  hearings  and 
for  the  opportunity  to  testify.  If  there  are  any  questions  of  the  com- 
mittee, I  would  be  happy  to  answer  them. 

Mr.  Clay.  Thank  you  for  your  testimony.  I  have  one  question. 

Why  do  you  suppose  that  60  percent  of  the  men  sign  away  their 
survivor  rights,  their  wives'  survivor  rights? 

Ms.  Ferraro.  I  think  all  of  us  believe  that  we  are  never  going  to 
die.  I  honestly  believe  that  they  think  they  will  get  more  out  of  a 
plan  if  they  elect  for  higher  benefits  while  they  and  their  spouse 
are  alive.  I  am  convinced  that  none  of  us  believe  that  we  are  ever 
going  to  go  off. 

That  notification  to  me  is  just  a  matter  of  fairness.  People  might 
still  continue  not  to  choose  survivor  benefits.  That  is  OK.  The  pur- 
pose of  this  is  for  the  woman  at  least — or  the  spouse,  in  the  in- 
stance when  the  husband  is  the  collecting  survivor  and  it  is  the 
wife's  pension  plan,  which  is  very,  very  rare — at  least  in  this  in- 
stance the  woman  or  the  man  would  know  that  they  are  not  get- 
ting benefits  and  they  can  prepare  for  the  future  in  the  event  the 
holder  of  the  policy  were  to  die. 

That  is  the  point,  I  think.  It  may  still  continue  the  way  it  is  now. 
People  might  still  elect  for  the  higher  benefits. 

Mr.  Clay.  Some  of  those  men  might  die  earlier  if  they  brought 
that  form  home  to  be  signed.  [Laughter.] 

Ms.  Ferraro.  There  might  be  a  lot  more  divorces  and  we  might 
be  able  to  apply  the  second  part  of  that  bill,  but  you  might  be 
right. 

Mr.  Clay.  Mr.  Miller? 

Mr.  Miller.  I  have  no  questions,  Mr.  Chairman. 

Mr.  Clay.  Mrs.  Roukema? 

Mrs.  Roukema.  I  think  I  would  like  to  hear  Ms.  Ferraro  com- 
ment on  another  aspect  of  this  without  making  any  value  judg- 
ment; that  is,  that  ERISA  as  presently  written  does  not  take  into 
consideration  the  changing  family  patterns  and,  unfortunately,  the 
high  divorce  rate.  That  is  something  I  would  like  to  ask  you  about. 

I  am  sure  you  have  thought  very  carefully  and  long  about  the 
impact  of  divorce  on  the  pension  plans,  and  I  would  like  to  hear 
your  observations  and  what  you  think  would  be  an  ideal  and  equi- 
table resolution  to  the  problem. 

Ms.  Ferraro.  I  am  a  lawyer,  and  I  have  practiced  in  New  York 
State.  I  think  what  will  happen  if  this  becomes  law  is  that  pensions 
will  become  part  of  the  property  that  would  be  subject  to  discussion 
during  the  course  of  divorce  proceedings.  What  it  does  is  recognize 
the  fact  that  the  women  have  contributed  to  that  pension  plan.  Mr. 
Smith  and  Mr.  Jones  go  to  the  office  or  go  to  work  and  he,  accord- 
ing to  the  pension  system,  is  the  one  who  earns  the  benefits  in  that 
plan.  But  if  Mrs.  Smith  and  Mrs.  Jones  were  not  home  taking  care 
of  the  kids  and  the  car  and  the  house  and  everything  else,  he 
wouldn't  be  able  to  do  the  things  that  he  has  done. 

What  we  first  of  all  have  to  recognize  is  that  marriage  is  a  part- 
nership and  that  the  pension  is  something  that  they  have  both  con- 
tributed to  in  their  own  way.  What  the  bill  does  is  say  to  the  court, 
take  a  look  at  this  pension  plan  as  part  of  the  property  and  you 
make  a  determination  on  whether  or  not  the  wife  has  contributed 
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to  the  plan,  whether  or  not  she  should  be  entitled  to  10  percent,  15 
percent,  or  what  the  percentage  of  entitlement  is. 

That  would  not  be  done  in  this  bill.  It  would  still  be  up  to  the 
courts  to  make  a  determination.  It  would  just  place  this  property  in 
the  jurisdiction  of  the  courts,  so  they  could  make  the  determina- 
tion.' The  court  might  decide,  hey,  look,  you  don't  get  a  dime,  but  it 
would  be  up  to  the  courts  to  decide. 

Mrs.  RouKEMA.  I  think  one  of  the  concerns— and  I  assume  that 
my  colleague,  Mr.  Erlenborn,  will  raise  this  aspect  of  the  ques- 
tion—is the  survivor  provisions  and  the  financial  impact  on  the 
pension  plans.  Have  you  reviewed  that? 

Ms.  Ferraro.  Yes.  We  have  had  hearings  in  the  Aging  Commit- 
tee and  I  am  sure  you  are  going  to  have  people  here  testifying  as  to 
how  much  it  will  cost.  I  remember  hearing  a  figure  that  it  would 
cost  the  private  pension  plans  about  1.5  percent.  I  don't  know  if 
that  is  a  big  amount. 

Some  people  will  say,  oh,  it  only  affects  a  few  people.  It  only  af- 
fects 5,000  or  15,000,  and  those  things  will  be  corrected  over  a 
period  of  time.  I  want  to  tell  you  something.  For  those  5,000  to 
15,000  women,  in  most  instances,  it  is  a  big  deal.  It  has  a  major 
impact  on  their  lives. 

I  think  that  is  the  point  that  we  shouldn't  lose  sight  of,  that  you 
are  talking  about  people,  you  are  not  just  talking  about  numbers. 
When  you  get  down  to  the  individual  people,  the  stories  that  you 
hear  are  absolutely  heart-rending. 

We  have  had  extensive  hearings  in  the  Aging  Committee,  and  I 
would  be  happy  to  make  that  testimony  available  to  your  subcom- 
mittee, with  individual  case  stories  that  indicate  a  major  impact. 
So,  I  think  it  is  a  value  judgment.  Is  it  worth  it?  I  think  it  is. 
Mrs.  RouKEMA.  Thank  you  very  much,  Mr.  Chairman. 
Mr.  Clay.  Mr.  Miller? 
Mr.  Miller.  Thank  you,  Mr.  Chairman. 
Geraldine,  thank  you  very  much  for  your  testimony. 
On  this  business  of  signing  away  your  spouse's  pension  rights,  I 
just  find  it  inconceivable  that  we  would  allow  that  at  all.  You  and  I 
both  sit  on  the  Budget  Committee,  and  what  happens  is  that  we 
end  up  in  the  public  sector  in  one  form  or  another  kind  of  socializ- 
ing that  cost  of  that  determination.  I  guess  the  funds  they  forfeit 
back  to  the  plan,  and  we  end  up  with  the  number  of  women  that 
we  have  living  at  or  around  the  poverty  level. 

How  many  of  these  woman  are  there,  I  don't  know,  but  I  find  it 
rather  incredible  that  we  would  allow  the  private  sector  to  devise 
this  means  by  which  you  can  escape  that  responsibility.  We  end  up 
either  through  senior  citizen  nutrition  programs  or  through  cheese 
lines  or  through  food  stamps  or  health  care  costs  or  what  have  you, 
picking  up  the  real  cost  of  that  determination.  I  just  don't  see  what 
the  social  policy  is  with  respect  to  allowing  that  to  take  place. 

Ms.  Ferraro.  I  don't  think  we  as  a  government  could  dictate 
that  people  could  not  waive  that  right  totally.  It  is  a  property 
right,  and  I  don't  think  we  could  do  anything  about  it,  no  more 
than  we  can  tell  someone  who  is  making  $100,000  a  year  that  you 
have  to  save  for  your  old  age.  If  they  squander  it,  and  then  end  up 
meeting  the  financial  need  test  the  next  year,  they  are  eligible  and 
welfare  will  put  them  on.  We  don't  have  the  ability  to  dictate  to 
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people  as  a  government.  But  I  do  think  that  we  have  an  obligation 
in  this  instance  to  correct  the  inequity  of  notice. 

Mr.  Miller.  Maybe  if  they  signed  it  away  and  the  plan  is  not 
going  to  pay  out  any  benefits,  they  could  just  give  them  back  their 
contribution  in  a  lump  sum.  There  is  a  forfeiture  here  that  takes 
place  that  we  end  up  paying  for. 

Ms.  Ferraro.  Yes,  but  the  tradeoff  that  they  get,  the  owner  of 
the  pension  plan  gets,  is  that  between  the  two  of  them  they  get 
higher  benefits  while  they  are  both  alive.  If  they  both  live  to  85 
and  they  started  collecting  at  55,  they  are  doing  OK  as  far  as  that 
pension  plan  is  concerned. 

Mr.  Miller.  I  understand  that. 

Ms.  Ferraro.  It  is  only  when  the  one  dies  young  and  the  woman 
is  cut  off  that  the  pension  plan  seems  to  end  up  making  the  bucks 
on  the  system,  and  the  wife,  who  is  usually  the  survivor,  ends  up 
losing. 

Mr.  Miller.  The  figures  that  you  and  others  have  cited  doesn't 
suggest  that  they  both  live  to  be  85  together. 

Ms.  Ferraro.  No.  That  is  precisely  the  problem.  He  dies  early; 
she  ends  up  living  a  life  of  poverty  because  she  is  not  able  to  collect 
even  that  small  amount  of  the  average  pension,  which  is  slightly 
over  $2,000  a  year.  As  Congresswoman  Roukema  testified,  98  per- 
cent of  the  people  who  receive  pension  plans  in  addition  to  social 
security  are  above  the  poverty  level;  $2,000  can  make  a  difference. 

Mr.  Miller.  Thank  you. 

Mr.  Clay.  Mr.  Erlenborn? 

Mr.  Erlenborn.  Thank  you,  Mr.  Chairman. 

Let  me  thank  you  for  your  testimony.  I  would  like  to  ask  a  few 
questions  about  it. 

Let  me  preface  my  question  with  the  observation  that  over  the 
course  of  the  years,  not  just  in  pensions  but  in  many  areas,  we 
often  look  at  a  program  and  expect  that  it  will  take  care  of  every- 
thing as  though  it  were  the  only  way  to  provide  that  type  of  bene- 
fit. 

To  a  certain  extent,  I  think  that  people  have  expected  pension 
plans  to  provide  death  benefits  when  their  principal  purpose  is  to 
provide  life  benefits.  The  defined  benefit  pension  plan  is  rneant  to 
protect  the  income  after  retirement  of  the  worker,  so  it  is  a  life 
benefit.  Death  benefits  can  better  be  provided  through  life  insur- 
ance, which  often  is  made  available  through  the  employer  as  well. 
In  fact,  in  cafeteria  plans  the  employee  has  the  opportunity  to 
make  a  choice  among  health,  death,  or  life  benefits. 

As  to  the  joint  and  survivor  annuity,  I  understand  that  your  bill 
requires  the  joint  and  survivor  annuity  to  be  made  available  after 
10  years  of  participation  by  the  employee.  At  what  time  would  the 
annuity  be  made  available?  In  other  words,  the  employee,  let's  say 
the  husband,  begins  work  for  the  employer  and  participation  under 
the  new  law  at  age  21  and  at  age  31  has  become  vested  and  also, 
under  your  proposal,  the  joint  and  survivor  annuity  must  be  made 
available.  Let's  say  at  age  32  or  35  the  husband  dies,  and  his  wife  is 
of  comparable  age.  At  what  age  will  she  draw  the  survivor's  annu- 
ity? 

Ms.  Ferraro.  She  would  draw  it  at  the  point  where  he  would, 
had  he  lived,  have  been  able  to  collect  the  pension,  at  the  retire- 
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ment  date  in  the  plan,  which  is  generally  around  55,  I  guess.  So,  it 
would  have  been  at  his  age  of  55  that  she  would  be  able  to  collect 
on  his  pension  plan. 

Mr.  Erlenborn.  As  under  current  law  it  would  be  at  the  latter 
of  10  years  prior  to  normal  retirement  or  earliest  early  retirement? 

Ms.  Ferraro.  Earliest  retirement  age,  that  is  right. 

If  I  could  just  make  a  comment  on  your  comment,  you  said  that 
pensions  are  to  pay  life  benefits  and  that  they  are  to  pay  for 
income  after  retirement,  to  replace  income  after  retirement.  That 
is  precisely  what  I  believe  as  well.  That  is  precisely  the  basis  of  this 

bill. 

What  I  am  saying  is  that  the  benefits  are  benefits  that  she  is  en- 
titled to  as  well  because  she,  as  a  member  of  the  partnership,  has 
contributed  to  the  pension  plan.  It  is  life  benefits  for  her  as  well. 

Mr.  Erlenborn.  I  would  just  point  out  that  with  this  example, 
let's  say  the  participant  and  his  wife  were  35  at  the  time  of  his 
death,  she  would  wait  20  years  to  draw  any  benefit,  whereas  if  you 
had  life  insurance  there  would  be  an  immediate  payment  and  that 
money  would  be  available  for  whatever  current  needs  there  were, 
plus  investment  to  produce  income. 

Neither  one  is  perfect.  One  has  advantages  in  some  circum- 
stances; the  other  in  other  circumstances.  I  would  just  plead  for  us 
to  remember  that  there  is  such  a  thing  as  life  insurance  and  that 
joint  and  survivor  annuity  is  not  the  whole  thing. 

Ms.  Ferraro.  You  are  absolutely  right,  and  I  would  hope  that 
women  would  take  advantage  of  life  insurance,  would  take  advan- 
tage of  IRA's,  would  take  advantage  of  every  other  source  of 
income  that  is  possible  so  that  we  don't  have  what  is  occurring  in 
this  country,  the  feminization  of  poverty. 

I  would  hope  that  we  could  do  something  about  correcting  the  in- 
equities of  the  social  security  system,  so  that  we  don't  have  to  deal 
with  this.  But  the  point  is  that  you  can  only  take  one  piece  at  a 
time.  There  are  inequities  in  the  system,  and  you  don't  correct 
these  inequities  by  saying  go  elsewhere.  Let's  correct  these. 

Mr.  Erlenborn.  No,  but  neither  do  you  try  to  remedy  all  of  the 
inequities  that  exist  in  society  through  ERISA. 

Ms.  Ferraro.  No,  and  I  don't  think  we  are  doing  it  here.  I  don't 
think  we  are  doing  it  here  at  all. 

Mr.  Erlenborn.  You  have  to  remember  there  are  other  remedies 
available  outside  of  ERISA. 

Ms.  Ferraro.  Absolutely.  This  is  a  very  modest  approach  to  some 
of  the  problems  in  the  pension  system.  As  a  matter  of  fact,  I  am 
working  on  another  pension  bill  which 

Mr.  Erlenborn.  Is  not  as  modest? 

Ms.  Ferraro.  It  is  modest,  but  it  goes  the  one  step  further.  One 
step  at  a  time. 

Mr.  Erlenborn.  Let  me  ask  about  the  change  in  the  age  of  par- 
ticipation from  25  to  21.  At  the  present  time  there  are  industries 
where  the  age  25  participation  is  a  valuable  device  to  hold  down 
unnecessary  costs.  For  instance,  in  the  retail  trade,  a  large  number 
of  young  people  who  come  in  for  a  short  number  of  years,  work  in 
that  particular  industry,  and  then  move  on  and  never  come  back. 

By  the  way,  I  am  introducing  a  bill  today  with  Marge  and  for  the 
administration,  with  other  cosponsors,  that  will  also  change  the 
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age  of  participation  from  25  to  21,  so  I  am  not  complaining  about 
that  concept.  But  let  me  ask  you  a  question. 

If  we  could  do  this  without  reducing  the  benefit  to  participants, 
but  at  the  same  time  hold  down  the  added  costs  that  might  be  as- 
sessed the  plan  sponsor  or  the  plan  itself,  don't  you  think  that 
might  be  a  better  way  to  go,  to  reduce  unnecessary  costs  without 
reducing  the  protection  for  the  participants? 

Let  me  specifically  suggest  to  you  what  I  have  in  mind.  If  em- 
ployees begin  to  participate  at  age  21,  they  then  are  counted  as 
participants  for  the  payment  of  PBGC  insurance  premiums,  which 
are  slated  to  increase  from  $2.60  to  $6  under  legislation  we  had 
hearings  on  yesterday.  They  are  required  to  receive  summary  plan 
descriptions  in  the  mail  and  other  paperwork  associated  with  them 
as  participants. 

If  we  provided,  rather  than  that  they  become  participants  at  age 
21,  that  if  they  attain  age  25  in  the  employ  of  the  employer  they 
get  credit  for  those  years  prior  to  age  25,  back  as  far  as  age  21, 
they  would  get  the  same  benefit,  they  would  get  the  same  credit, 
but  we  would  avoid  the  unnecessary  cost  to  the  plan  of  paying  in- 
surance premiums  and  sending  out  all  this  paperwork. 

So,  that  is  a  proposal  I  hope  that  we  will  think  of  seriously.  What 
is  your  reaction? 

Ms.  Ferraro.  Obviously  I  have  not  spent  any  time  thinking 
about  it.  I  would  like  to  see  the  ability  to  vest  begin  at  21.  Counting 
back  and  allowing  for  the  years,  as  you  have  indicated,  might  not 
be  a  bad  way  to  go.  I  don't  know.  I  would  have  to  look  very  careful- 
ly at  it. 

My  concern  is  that  we  recognize  the  fact  that  women  are  in  the 
work  force,  that  they  move  out  to  have  babies,  and  that  waiting 
until  age  25  to  start  counting  or  making  it  a  10-year  period  just 
means  that  women  are  not  going  to  participate. 

I  would  have  to  look  very,  very  carefully  at  the  breakdown  on 
that. 

Mr.  Erlenborn.  The  same  break-in-service  rules  would  apply, 
the  same  provisions  for  maternity/ paternity  leave  which  was  in  my 
legislation,  as  well  as  yours. 

Ms.  Ferraro.  The  same  as  military. 

Mr.  Erlenborn.  The  only  thing  is  that  rather  than  being  actual 
participants  they  will  get  credit  for  that  period  of  time  if  they  work 
past  age  25. 

As  you  and  I  both  know,  if  someone  comes  in  and  participates  at 
age  21  and  leaves  2  years  later,  they  don't  get  anything  anyhow,  in 
most  plans.  They  won't  be  vested  and  they  won't  get  anything. 

So,  we  are  not  going  to  reduce  the  possibility  that  these  people 
will  be  getting  some  benefit,  but  rather  reducing  costs  without  re- 
ducing protections. 

Ms.  Ferraro.  I  think  the  whole  purpose  of  this  bill  is  to  increase 
the  availability  so  that  again,  looking  to  the  long  term  as  to  what 
will  be  there  when  the  time  comes  for  them  to  retire,  going  to  my 
less  modest  bill  that  will  be  dropped  in,  we  allow  for  portability 
into  IRA's.  In  the  specific  instance  such  as  you  have  designated, 
where  someone  is  in  for  5  or  6  years  and  then  just  leaves,  which 
saves  that  pension  contribution.  We  have  got  a  long  way  to  go  in 
this  field. 


33 

Mr.  Erlenborn.  I  think  we  have  a  certain  amount  of  portability 
already  with  the  ability  to  cash  out  small  benefits.  By  the  way,  we 
would  increase  that  in  my  legislation  from  $1,750  to  $3,500,  recog- 
nizing that  important  element  of  portability. 

Ms.  Ferraro.  Cashing  out  doesn't  really,  though,  preserve  the 
part  of  the  pension  that  deals  with  the  ability  to  collect  it  in  one's 
old  age  unless  one  can  place  it  in  an  account  that  would  provide 
that  protection. 

That  is  why  we  do  it  with  the  IRA's  in  the  second  bill.  I  really 
seek  your  support  for  that  one  as  well.  I  will  be  happy  to  send  it  to 
your  office. 

Mr.  Erlenborn.  It  sounds  good.  I  would  be  happy  to  look  at  it. 

Thank  you,  Mr.  Chairman. 

Mr.  Clay.  Mr.  Chandler? 

Mr.  Chandler.  One  general  interest  question. 

Your  section  4,  which  deals  with  the  assignment  in  the  case  of 
divorce,  does  that  make  any  difference  in  community  property 
States?  I  think  there  are  seven  of  them. 

Ms.  Ferraro.  No,  it  would  just  make  it  subject  to  community 
property  laws. 

Mr.  Chandler.  Isn't  that  already  the  case? 

Ms.  Ferraro.  I  don't  believe  so.  I  don't  know.  I  am  not  a  commu- 
nity property  lawyer,  but  I  don't  believe  it  is. 

Mr.  Erlenborn.  Would  my  colleague  yield? 

Mr.  Chandler.  Of  course. 

Mr.  Erlenborn.  I  think  this  provision  for  the  divorce  cases  is 
very  important.  I  don't  know  whether  the  wording  is  exactly  the 
same,  but  it  does  reflect  something  that  I  have  had  in  legislation 
over  the  years. 

Currently  ERISA  prohibits  the  alienation  of  these  pension  rights, 
assignment  or  alienation,  and  now  pension  plan  sponsors  and  man- 
agers are  faced  with  the  conflicting  duties  of  not  alienating  or 
transferring  rights  of  the  participant  under  ERISA  and  being  re- 
quired to  under  State  court  decrees.  So,  it  is  an  irresolvable  con- 
flict. I  think  the  way  to  resolve  it  is  to  make  these  rights  subject  to 
the  domestic  relations  laws  and  let  the  property  divisions  be  made 
by  the  courts. 

By  the  way,  I  think  that  is  a  much  preferable  way  of  doing  it 
than  some  of  the  suggestions  that  would  put  in  Federal  law  a  divi- 
sion of  these  rights. 

Ms.  Ferraro.  No,  this  just  puts  it  right  before  the  State  court. 

Mr.  Erlenborn.  It  leaves  it  in  the  State  courts. 

Ms.  Ferraro.  That  is  right.  That  is  all  it  does. 

Mr.  Erlenborn.  I  am  thinking  of  military  pensions,  where  we 
have  had  the  suggestion  that  we  establish  in  the  law  the  division 
upon  divorce  rather  than  to  leave  it  to  the  courts  in  looking  at  the 
entire  property  situation.  I  think  this  is  much  preferable. 

Mr.  Chandler.  I  thank  my  colleague  for  that  answer.  I  didn't 
mean  to  question  the  provision.  Washington  is  one  of,  I  think,  seven 
States  in  the  country  which  is  a  community  property  State.  I  think 
what  you  are  calling  a  conflict  between  ERISA  and  the  State  law 
would  be  most  prevalent  in  those  States  following  your  description. 
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On  the  point  about  maternity  and  paternity  leave,  have  you  been 
able  to  determine  what  the  cost  of  that  would  be,  what  the  impact 
would  be  on  pension  systems? 

Ms.  Ferraro.  Actually,  the  costs  that  we  have  gotten  for  any  of 
this  bill  have  been  costs  that  would  be  incurred  by  the  Federal 
Government.  We  have  not  sought  the  costs  that  the  private  pension 
systems  would  incur  as  a  result  of  any  of  this  legislation,  but  I  am 
sure  there  are  people  who  will  be  testifying  after  me  who  would  be 
able  to  give  you  that. 

Mr.  Chandler.  Is  that  a  major  one  for  the  Federal  Government? 

Ms.  Ferraro.  No.  In  fact,  none  of  this  costs  the  Federal  Govern- 
ment money.  It  is  almost  a  negligible  amount  in  each  one  of  the 
instances.  This  does  not  cost  the  taxpayer.  Parts  of  it  do  cost  the 
private  pension  plan  system,  but  again,  the  amount  of  those  costs 
vary  according  to  each  one  of  the  provisions,  and  the  waiver  provi- 
sion, the  notarized  statement  of  waiver  costs  nothing.  Where  you 
have  the  early  retirement,  again,  we  indicated  we  had,  I  think,  1.5 
percent  cost  to  the  pension  plans.  Precisely  what  this  piece  would 
cost,  I  don't  know,  but  you  will  have  people  testifying  who  can  give 
you  the  exact  figures  on  it. 

The  thing  to  keep  in  mind,  though,  I  think  is  just  like  everything 
else,  we  have  to  weigh  whether  or  not  the  people  affected  even  if  it 
is  a  small  number,  what  those  benefits  will  mean  to  them  and 
what  they  mean  for  women  in  general  and  the  future  of  women  in 
this  society. 

Mr.  Chandler.  I  want  to  compliment  you  for  your  obvious 
knowledge  and  tremendous  hard  work  on  a  very  important  piece  of 
legislation. 

Ms.  Ferraro.  Thank  you. 

Mr.  Clay.  We  thank  you  for  your  testimony. 

Ms.  Ferraro.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Clay.  The  next  witness  is  Hon.  Claudine  Schneider. 

Without  objection,  your  entire  statement  will  be  printed  in  the 
record.  You  may  proceed  as  you  desire. 

STATEMENT  OF  HON.  CLAUDINE  SCHNEIDER,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  RHODE  ISLAND 

Mrs.  Schneider.  Thank  you  very  much,  Mr.  Chairman. 

I  would  like  to  commend  you  and  the  members  of  the  committee 
for  your  enlightened  leadership  in  providing  these  hearings  this 
morning  on  a  very  timely  issue.  Each  of  you  have  essentially  stated 
in  your  opening  statements,  and  as  Geraldine  Ferraro  has  very 
aptly  outlined,  some  of  the  inequities  that  do  exist  in  America's 
private  pension  plans. 

Just  as  one  example  that  I  would  like  to  highlight,  throughout 
the  Nation  right  now  husbands  are  accepting  full  pensions  during 
their  lifetimes  and  opting  not  to  provide  their  wives  with  survivor 
benefits  after  their  death,  all  without  the  knowledge  of  the  wife.  I 
think  there  is  no  question  that  this  lowers  the  standard  of  living 
after  the  husband's  death. 

In  my  own  district,  as  a  matter  of  fact,  it  is  terrifying  to  me  to 
find  so  many  widows  who  have  approached  me  since  the  first  dis- 
cussions of  the  pension  plans  and  given  me  their  own  personal  sto- 
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ries  as  to  the  inequities  and  difficulties  that  they  have  experienced 
as  a  result  of  this.  More  often  than  not,  this  leaves  many  elder 
women  living  hand  to  mouth,  just  at  the  time  when  they  are  also 
grieving  over  their  lost  husbands. 

All  of  us  here  today  undoubtedly  have  heard  such  stories,  either 
through  our  constituents  or  friends,  neighbors  and  relatives.  I  cer- 
tainly feel  for  some  of  the  witnesses  who  will  be  testifying  here 
later  this  morning  who  have  experienced  such  firsthand  hardships. 

Fortunately,  the  problem  has  become  highlighted  through  the 
leadership  efforts  of  Senators  Dole  and  Hatfield  and  especially 
through  the  work  here  in  the  House  of  Representatives,  Geraldine 
Ferraro  and  others  who  have  drafted  corrective  legislation. 

When  this  legislation  is  enacted,  instances  such  as  these  will  ob- 
viously need  not  to  occur  in  the  future.  All  the  present  pension 
bills  that  are  before  Congress  provide  that  the  plans  must  require 
written  waivers  for  the  spouse  if  the  husband,  for  instance,  chooses 
not  to  elect  survivor  benefits. 

I  am  very  pleased  and  optimistic  by  the  bipartisan  manner  in 
which  the  problem  of  pension  inequity  is  being  tackled  both  in  the 
House  and  in  the  Senate.  I  would  like  to  commend  Congressman 
Erlenborn  for  his  enthusiastic  leadership  on  the  part  of  the  admin- 
istration's bill.  A  number  of  us  have  worked  very  diligently  to  en- 
courage the  President  to  move  on  this,  and  we  are  most  grateful 
that  you  will  provide  this  leadership  here  in  the  House. 

I  would  also  like  to  add  that  we  are  most  anxious  to  be  working 
together  in  a  bipartisan  manner  and  that  as  a  cosponsor  of  H.R. 
2100,  the  Women's  Economic  Equity  Act,  I  am  very  eager  to  see  my 
colleagues  expedite  this  legislation  within  the  next  3  months.  I 
think  that  all  of  the  discussions  or  points  of  differences  can  be  re- 
solved most  rapidly. 

I  think  that  we  are  on  the  turning  point  now  of  being  in  a  posi- 
tion of  changing  the  history  of  women  for  the  future.  When  we  rec- 
ognize the  number  of  elderly  women  who  primarily  compose  the 
poverty  levels  in  this  country,  I  think  that  it  is  imperative  that  we 
take  some  corrective  measures  and  that  we  study  those  measures 
carefully,  that  we  not  create  long-term  problems  as  a  result  of  this 
legislation. 

I  certainly  do  believe  that  the  pension  proposals  that  are  before 
this  committee  today  are  the  ones  that  will  help  solve  the  problems 
that  have  created  innumerable  inequities  for  many  years  in  the 
past. 

Once  again,  I  would  like  to  thank  the  chairman  for  inviting  me 
to  testify  before  this  committee.  I  look  forward  to  the  most  expedi- 
tious treatment  of  pension  reform,  and  I  am  willing  to  help  out  in 
whatever  way  I  possibly  can. 

Mr.  Clay.  We  thank  you  for  your  testimony. 

I  don't  have  any  questions  myself.  I  just  want  to  commend  you 
on  the  testimony  and  assure  you  that  I  am  very  supportive  of  the 
provisions  of  this  bill. 

Mr.  Miller? 

Mr.  Miller.  I  have  no  questions. 

Mr.  Clay.  Mrs.  Roukema? 

Mrs.  Roukema.  I  have  no  questions,  Mrs.  Schneider,  but  I  do 
want  to  repeat  again  part  of  my  opening  statement,  which  com- 
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mended  you  for  your  leadership  among  the  Republican  women  in 
the  House  in  asserting  the  issue  before  the  administration  and 
gaining  the  attention  of  the  White  House  to  this  subject.  I  think 
the  fact  that  the  administration  is  speaking  and  testifying  here 
today  is  attributable  to  a  lot  of  your  good  work. 

Thank  you  very  much  for  coming. 

Mrs.  Schneider.  I  appreciate  that.  Now  that  you  have  made  me 
blush,  I  think  it  is  imperative  that  I  also  cause  you  to  blush,  that 
we  could  not  have  moved  ahead  as  we  have  without  your  teamwork 
and  the  cooperation  of  many  others.  I  thank  you. 

Mr.  Clay.  Mr.  Erlenborn? 

Mr.  Erlenborn.  Mr.  Chairman,  I  can't  top  that,  so  I  would  just 
like  to  adopt  Marge's  and  Claudine's  comments  as  my  own. 

Mr.  Clay.  Mr.  Chandler? 

Mr.  Chandler.  Ditto. 

Mr.  Clay.  We  thank  you  very  much. 

Mrs.  Schneider.  I  thank  you  most  kindly. 

Mr.  Clay.  At  this  point,  without  objection,  I  would  like  to  insert 
in  the  record  a  statement  by  Representative  Olympia  J.  Snowe. 

[Prepared  statement  referred  to  follows:] 

Prepared  Statement  of  Hon.  Olympia  J.  Snowe,  a  Representative  in  Congress 

From  the  State  of  Maine 

Thank  you,  Mr.  Chairman.  I  want  to  thank  you  for  caUing  this  hearing  today  to 
examine  an  issue  of  critical  concern  to  women:  The  lack  of  financial  security  in  re- 
tirement and  the  adequacy  of  our  pension  laws  with  respect  to  women.  It  is  a  privi- 
lege to  be  here  today  with  a  number  of  my  colleagues  who  have  lead  the  way  in 
addressing  this  most  important  problem. 

Together  with  Congresswoman  Roukema  and  Congresswoman  Schneider,  I  have 
worked  particularly  hard  to  raise  this  issue  with  the  Administration  and  Members 
of  my  Party.  As  CoChair  of  the  Congressional  Caucus  on  Women's  Issues,  I  have 
had  the  pleasure  of  working  with  Congresswomen  Ferraro  in  support  of  the  Eco- 
nomic Equity  Act  and  her  legislation  on  private  pension  reform. 

On  a  sadder  note,  I  join  my  colleagues  in  conveying  my  gratitude  to  Congressman 
Erlenborn  for  his  long-standing  and  tireless  effort  to  insure  all  Americans  greater 
security  in  retirement  through  our  private  pension  system.  The  House  loses  one  of 
its  guiding  lights  in  addressing  this  complex,  but  critical,  portion  of  our  law. 

The  lack  of  economic  security  for  older  women  and  the  specific  proposals  this 
committee  will  examine  today  are  receiving  increasing  attention  on  many  fronts. 
One  of  the  Economic  Equity  Act's  strongest  advantages  has  always  been  the  broad 
base  of  bipartisan  support  it  has  attained  in  both  the  House  and  Senate.  In  fact,  the 
EEA  currently  has  130  cosponsors  in  the  House  and  31  in  Senate.  Hearings  have 
been  held  in  the  Senate  Finance  Committee,  and  are  scheduled  in  Ways  and  Means 
in  October. 

And  I  can  also  tell  you  that  the  momentum  on  this  issue  is  continuing  to  build. 
Over  the  spring  and  summer,  a  group  of  Republican  Congresswomen  and  Senators 
met  with  the  President  and  his  top  advisor  responsible  for  women's  issues,  Mike 
Deaver.  We  told  the  President  and  Mr.  Deaver  that  the  pension  reform  provisions 
contained  in  the  Economic  Equity  Act  represented  the  bare  minimum  of  what  needs 
to  be  done  to  address  this  tragic  problem.  We  received  strong  support  and  assistance 
from  two  members  of  the  President's  Cabinet — Secretaries  Elizabeth  Dole  and  Mar- 
garet Heckler. 

Last  month.  Assistant  Secretary  John  Chapotan  of  the  Department  of  Treasury 
testified  before  the  Senate  Finance  Committee  on  legislation  currently  pending  in 
the  Senate  to  instill  greater  equity  for  women  into  our  private  pension  system.  As  I 
hope  we  will  hear  again  today,  the  Administration,  at  that  time,  pledged  its  "com- 
plete support  for  legislation  to  amend  ERISA  to  eliminate  biases  against  women 
both  in  earning  their  own  pension  credits  and  in  receiving  retirement  income  as  di- 
vorcees and  widows." 
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Needless  to  say,  the  Administration's  response  on  this  issue  was  welcorned  by 
those  of  us  who  had  spent  many  hours  seeking  to  address  this  problem  with  the 
White  House. 

In  short,  Mr.  Chairman  and  Members  of  the  Committee,  the  issue  of  pension 
equity  for  women  has  received  the  attention  of  the  President,  the  Supreme  Court, 
Members  of  the  Cabinet,  and  Members  of  the  House  and  Senate.  Your  hearings 
today  are  further  affirmation  that  this  issue  must  be  addressed. 

And  I  am  confident  that  it  will  be  addressed  in  the  98th  Congress.  However,  I 
think  the  critical  questions  for  us  today  are  how  soon  and  how  much. 

The  need  for  swift  action  to  address  the  inequities  contained  in  existing  pension 
law  cannot  be  overstated.  In  fact,  few  topics  are  of  more  importance  at  a  time  when 
older  women  comprise  one  of  the  fastest  growing  poverty  groups  in  the  country. 
Tragically,  81  percent  of  women  over  age  65  who  live  alone,  also  live  in  poverty. 
Further,  one  out  of  every  two  women  can  be  expected  to  be  widowed  by  age  65.  The 
implications  of  these  statistics  are  tremendous. 

Columnist  Ellen  Goodman  once  cautioned  that  any  woman  "selfish  enough  to 
want  to  take  care  of  her  own  children,  had  better  find  a  husband  who  will  never 
leave  her,  and  never  get  sick — and  never,  ever  die."  Although  society  has  tradition- 
ally placed  a  high  value  on  a  woman's  decision  to  remain  at  home  with  her  chil- 
dren, it  is  these  women,  according  to  Goodman,  who  place  themselves  in  extreme 
financial  jeopardy  later  in  life. 

Women  suffer  as  workers,  as  widows,  and  as  wives  under  current  pension  poli- 
cies— both  public  and  private.  They  suffer  from  policies  that  fail  to  recognize  the 
significant  contributions  they  have  made  to  the  wage  earners  ability  to  earn  wages. 
They  suffer  from  plans  that  do  not  take  into  account  their  unique  work  patterns, 
which  often  revolve  around  childbearing. 

As  my  colleagues  have  noted.  The  Economic  Equity  Act  is  a  well-crafted  and  vital- 
ly needed  package  of  legislation  that,  among  other  things,  will  enhance  the  right  of 
spouses  to  claim  a  share  of  the  deceased  worker's  pension. 

For  example,  it  will  require  that  survivor's  benefits  be  paid  to  the  spouse  of  a 
worker  with  vesting  in  a  pension  plan  who  dies  before  the  plan's  earliest  retirement 
age.  Currently,  a  man  can  work  for  the  same  company  for  29  years,  be  completely 
vested  under  the  company's  pension  plan,  die  two  days  before  early  retirement  age, 
and  his  wife  may  not  receive  a  penny. 

This  legislation  will  also  modify  private  pension  law  to  reflect  the  average  work 
cycles  of  women  in  several  ways:  By  lowering  the  age  of  participation  to  21;  and  by 
modifying  the  break-in-service  rules  to  give  partial  pension  credit  for  approved  rna- 
ternity  and  paternity  leave.  In  short,  these  changes  will  expand  the  opportunities 
for  women  to  build  retirement  credits  on  their  own. 

I  firmly  believe,  however,  that  these  steps  represent  only  the  beginning — and  not 
the  sum  total — of  what  will  be  necessary  to  insure  the  ability  of  the  private  pension 
system  to  provide  women,  as  well  as  men,  with  a  measure  of  economic  security  in 
retirement. 

Today,  changing  work  and  family  patterns  are  resulting  in  increased  labor  force 
stability  for  women.  More  women  are  remaining  in  the  workforce  for  longer  periods 
of  time,  while  many  are  taking  little  or  no  time  out  for  childbearing.  While  these 
changes  will  no  doubt  benefit  women  in  retirement,  this  benefit  will  be  tempered  by 
the  fact  that  women  remain  clustered  in  predominantly  female  occupations  with 
low  pay  and  low  status,  and  more  often  than  not,  no  option  for  participation  in  a 
company  pension.  The  significant  wage  gap  between  men  and  women  will  be  reflect- 
ed again  in  the  adequacy  of  her  retirement  income. 

And  once  again,  women  come  up  losers. 

Thank  you. 

Mr.  Clay.  The  next  witness  is  Daniel  K.  Benjamin,  Acting  Assist- 
ant Secretary  for  Policy,  U.S.  Department  of  Labor. 

Welcome  to  the  subcommittee.  Without  objection,  your  statement 
will  be  entered  in  the  record.  You  may  proceed  as  you  desire. 

STATEMENT  OF  DANIEL  K.  BENJAMIN,  ACTING  ASSISTANT 
SECRETARY  FOR  POLICY,  U.S.  DEPARTMENT  OF  LABOR 

Mr.  Benjamin.  Thank  you,  Mr.  Chairman. 

With  your  permission,  I  will  summarize  the  main  points  of  my 
testimony. 
Mr.  Clay.  Thank  you. 
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Mr.  Benjamin.  Mr.  Chairman  and  members  of  the  subcommittee, 
I  am  pleased  to  appear  before  you  today  on  behalf  of  the  adminis- 
tration to  emphasize  our  continuing  commitment  to  the  distribu- 
tion of  fair  and  equitable  pension  benefits  to  the  working  men  and 
women  of  this  country. 

The  President  affirmed  his  commitment  to  this  principle  last 
January  in  his  state  of  the  Union  address.  Today,  the  administra- 
tion has  transmitted  to  the  Hill  legislation  that  seeks  to  achieve 
this.  In  fact,  Mr.  Chairman,  I  have  with  me  today  the  letter  of 
transmittal  from  the  President  to  Speaker  O'Neill.  With  your  per- 
mission, I  would  like  to  introduce  that  into  the  record. 

Mr.  Clay.  Without  objection,  so  ordered. 

[The  letter  referred  to  follows:] 

The  White  House, 
Washington,  D.C.,  September  29,  1983. 

Hon.  Thomas  P.  O'Neill,  Jr., 

Speaker  of  the  House  of  Representatives, 

Washington,  B.C. 

Dear  Mr.  Speaker:  I  enclose  for  your  consideration  a  draft  bill  entitled  the  "Pen- 
sion Equity  Act  of  1983."  This  legislation  seeks  to  amend  the  Employee  Retirement 
Income  Security  Act  (ERISA)  and  the  Internal  Revenue  Code  to  provide  greater 
equity  in  the  provision  of  retirement  income  for  women. 

In  my  State  of  the  Union  Address  last  January,  I  underscored  my  commitment  to 
taking  action  to  end  inequites  in  the  provision  of  pensions  to  women.  This  issue  is  a 
top  priority  of  my  Administration,  and  I  believe  passage  of  legislation  is  imperative 
to  eliminate  difficulties  faced  by  women  both  in  earning  their  own  pensions  and  re- 
ceiving retirement  income  as  widows  and  divorcees. 

Many  of  these  provisions  are  similar  to  proposals  contained  in  S.  19,  the  "Retire- 
ment Equity  Act,"  which  has  been  introduced  in  the  Senate  by  Senator  Dole.  Fur- 
ther, the  Administration  has  testified  before  the  Senate  Finance  Committee  where 
we  stated  our  strong  endorsement  of  many  of  these  proposals  and  urged  their 
prompt  consideration  and  enactment.  We  believe  that  these  and  the  other  amend- 
ments contained  in  our  bill  are  long  overdue  and  will  significantly  improve  the  abil- 
ity of  women  to  realize  a  fair  and  equitable  retirement  income.  At  my  direction,  we 
will  continue  to  work  closely  with  Senator  Dole  and  other  members  of  the  Senate  to 
enact  pension  equity  legislation  this  year. 

We  are  specifically  transmitting  this  legislation  to  you  to  focus  the  attention  of 
the  House  of  Representatives  on  many  of  the  problems  facing  women  in  securing  an 
adequate  pension.  We  look  forward  to  working  with  the  appropriate  Committees  of 
the  House  to  provide  what  ever  assistance  may  be  required  to  achieve  enactment  of 
these  extremely  important  statutory  provisions. 
Sincerely, 

Ronald  Reagan. 

Mr.  Benjamin.  This  legislation,  if  enacted,  will  eliminate  many 
of  the  difficulties  faced  by  women,  both  in  earning  their  own  pen- 
sion credits  and  receiving  retirement  income  as  divorcees  and 
widows.  This  is  a  top  administration  priority.  We  urge  this  subcom- 
mittee's assistance  in  insuring  that  these  goals  are  attained  as  soon 
as  possible. 

Despite  the  great  strides  realized  under  ERISA,  it  did  not  go  far 
enough  in  some  areas  to  insure  equity  among  all  workers.  Two 
long-standing  pension  practices  which  resulted  in  sex-based  dis- 
crimination, relating  to  employer  contributions  to  plans  and  the 
payment  of  benefits,  have  been  remedied  by  the  Supreme  Court  in 
the  Manhart  and  Norris  decisions. 

The  administration  applauds  these  decisions,  which  make  clear 
that  the  law  already  requires  sex  neutrality  in  all  aspects  of  em- 
ployer-sponsored pensions  and  similar  compensation.  However, 
other  inequities  remain,  and  this  administration,  as  well  as  various 
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Members  of  the  Congress,  has  been  trying  to  find  ways  to  correct 
them. 

Today  I  want  to  discuss  how  the  administration  proposes  to  do 
this. 

The  legislation  we  have  proposed,  as  well  as  other  bills  presently 
pending  before  you,  such  as  H.R.  2100,  would  correct  problems  in 
three  significant  areas. 

First,  the  bills  recognize  the  great  importance  to  women  of  their 
early  years  of  labor  force  participation  and  the  special  problems 
faced  by  married  couples  when  a  child  is  born. 

Second,  they  address  the  plight  of  those  whose  retirement  secu- 
rity depends  in  large  part  on  the  pension  of  a  spouse  who  dies. 

Finally,  the  bills  seek  ways  of  protecting  the  economic  interests 
of  both  spouses  in  the  event  of  divorce. 

In  the  first  area,  we  suggest  two  provisions  to  improve  the  oppor- 
tunities for  young  workers  and  young  married  couples  to  acquire 
nonforfeitable  rights  to  pension  benefits  early  in  their  careers.  We 
propose  and  enthusiastically  endorse  lowering  the  minimum  par- 
ticipation to  age  21.  We  also  support  counting  all  service  from  age 
21  for  vesting  purposes. 

Our  bill,  as  well  as  H.R.  2100,  also  includes  a  proposal  for  limit- 
ing breaks-in-service  when  workers  are  on  unpaid  maternity  or  pa- 
ternity leave  following  the  birth  of  a  child.  However,  we  favor  a 
somewhat  different  approach  than  that  proposed  in  H.R.  2100.  We 
favor  a  provision  which  insures  that  a  parent  is  protected  froni  a  1- 
year  break-in-service  for  both  participation  and  vesting  in  either 
the  year  the  child  is  born  or  the  following  year. 

Our  approach  is  more  generous  than  the  rules  incorporated  in  S. 
19,  which  is  being  considered  by  the  Senate.  It  also  differs  from  the 
approach  of  H.R.  2100,  which  would  require  employers  to  provide 
participation,  vesting  and  benefit  accrual  credits.  We  feel  requiring 
such  credits  for  unpaid  leave  could  discourage  generous  leave  pro- 
visions as  a  part  of  the  employee  benefit  program. 

Another  important  area  addressed  by  our  bill  and  H.R.  2100 
relate  to  the  equitable  distribution  and  transfer  of  pension  benefits 
when  a  couple  divorces. 

After  the  family's  house,  a  pension  is  likely  to  be  one  of  the  prin- 
cipal assets  of  a  marriage.  Yet,  ERISA  is  unclear  on  the  ability  of  a 
divorced  spouse  to  attach  this  asset  in  a  domestic  relations  proceed- 
ing. 

We  support  clarification  of  the  current  confusion  and  suggest  de- 
veloping more  equitable  provisions  for  protecting  both  spouses.  The 
bills  before  you  make  it  clear  that  a  spouse  may,  through  court 
order,  directly  attach  a  part  of  the  ex-spouse's  pension  benefit.  This 
means  a  part  of  the  participant's  pension  can  be  paid  directly  to  an 
ex-spouse  by  the  plan.  Moreover,  the  bills  correct  the  current  costly 
situation  where  some  plans  have  had  to  become  actively  involved 
in  the  court  process  to  have  their  duties  made  clear  and  where  ex- 
spouses  have  often  had  the  heavy  burden  of  collecting.  In  addition, 
our  bill  would  go  further  by  allowing  courts  to  order  the  separation 
of  the  ex-spouse's  retirement  income  from  that  of  the  plan  partici- 
pant at  the  earliest  retirement  age  under  the  plan. 

Although  H.R.  2100  and  other  bills  include  changes  similar  to 
the  one  we  propose,  we  believe  our  proposals  would  address  concerns 
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we  have  with  the  language  and  the  structuring  of  the  proposed 
change  in  this  area. 

Our  proposal  would  maintain  maximum  flexibility  for  the  courts 
and  the  couple  to  make  equitable  arrangements  based  on  the  spe- 
cifics of  the  case.  We  also  want  to  minimize  the  administrative 
burden  on  plans  in  dealing  with  separate  accounts  for  large  num- 
bers of  ex-spouses. 

Our  proposal  also  contains  language  similar  to  H.R.  2100  for  in- 
creasing pension  equity  when  a  couple  divorces.  Under  current  law, 
pension  plans  may  require  that  in  order  to  receive  a  survivor  bene- 
fit the  spouse  must  be  married  to  the  plan  participant  for  the  year 
prior  to  the  annuity  starting  date  and  for  the  year  prior  to  the  par- 
ticipant's death. 

We  believe  these  benefits  should  be  paid  if  the  spouse  meets  only 
the  first  condition  under  law;  that  is,  having  been  married  to  the 
participant  for  a  full  year  prior  to  the  starting  date  of  the  annuity. 

A  final  area  of  pension  law  that  should  be  changed  is  in  the  pro- 
vision of  survivor  benefits.  One  major  change  we  support  is  requir- 
ing the  spouse's  written  consent  whenever  a  decision  is  made  not  to 
provide  a  survivor  benefit.  Such  a  provision  will  provide  both  mem- 
bers of  a  couple  with  the  opportunity  to  participate  in  the  critical 
decisions  regarding  their  retirement  income. 

As  indicated  in  the  administration's  August  2  testimony  before 
the  Senate  Committee  on  Finance,  we  do  not  support  the  proposed 
provisions  requiring  survivor  coverage  for  the  spouses  of  all  partici- 
pants with  10  years'  service.  Requiring  this  is  one  way  of  helping 
protect  the  survivors  of  spouses  who  die  prior  to  reaching  the  age 
at  which  survivor  coverage  is  available.  We  are  very  concerned, 
however,  that  employers  will  offset  increased  costs  in  this  area 
with  reductions  in  valuable  life  insurance  benefits.  In  that  tradeoff, 
only  a  comparatively  few  older  survivors  may  come  off  better  and 
the  great  preponderance  of  survivoi'S  may  be  worse  off 

The  administration  believes,  however,  that  a  change  in  ERISA's 
requirements  is  necessary  in  that  critical  period  between  a  plan's 
early  and  normal  retirement  ages. 

Currently,  ERISA  requires  plans  to  provide  optional  preretire- 
ment survivor  benefits  at  the  early  retirement  age.  However,  the 
plan  may  require  that  the  working  participant  explicitly  opt  to  pro- 
vide this  benefit. 

In  order  to  make  this  provision  effective,  we  would  change  cur- 
rent law  so  that  there  would  be  an  automatic  survivor  benefit  at 
early  retirement  age  unless  the  participant  informed  the  plan  oth- 
erwise and  the  spouse  consented  to  forgo  the  benefit. 

Along  with  the  other  provisions  to  protect  the  economic  interest 
of  both  marriage  partners,  the  administration's  bill,  as  well  as  H.R. 
2100,  would  repeal  the  2-year  nonaccidental  death  rule  and  would 
overturn  the  BBS  Associates  decision. 

In  addition,  to  insure  that  spouses  are  fully  informed  of  their 
rights  to  survivor  benefits,  we  propose  a  requirement  that  partici- 
pants be  notified  of  the  possible  forfeiture  of  their  vested  benefits 
in  the  event  of  their  early  death. 

In  closing,  I  would  like  to  reaffirm  the  administration's  very 
strong  support  for  legislation  in  the  important  area  of  pension 
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equity  and  would  also  urge  the  subcommittee  to  report  out  a  bill  as 
quickly  as  possible. 

Although  our  legislation  differs  in  some  important  respects  from 
some  of  the  other  proposals  pending  before  you,  these  should  not  be 
major  obstacles  which  delay  legislative  action.  If  I  or  anyone  at  the 
Department  can  possibly  be  of  assistance  to  this  subcommittee,  we 
would  be  happy  to  do  so. 

This  concludes  my  prepared  statement.  I  would  be  happy  to 
answer  any  questions. 

Mr.  Clay.  Thank  you. 

[Prepared  statement  of  Daniel  K.  Benjamin  follows:] 

Prepared  Statement  of  Daniel  K.  Benjamin,  Acting  Assistant  Secretary  for 

PoucY,  U.S.  Department  of  Labor 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  pleased  to  appear  before 
you  today  on  behalf  of  the  Administration  to  emphasize  our  continuing  commitment 
to  the  distribution  of  fair  and  equitable  pension  benefits  to  the  working  men  and 
women  of  this  country.  The  President  affirmed  his  commitment  to  this  principle  last 
January  in  his  State  of  the  Union  address.  Further,  just  yesterday  the  President 
personally  transmitted  significant  legislation  to  the  Speaker  which,  if  enacted,  will 
eliminate  many  of  the  difficulties  faced  by  women  both  in  earning  their  own  pen- 
sion credits  and  in  receiving  retirement  income  as  divorcees  and  widows.  This  is  a 
top  Administration  priority.  We  urge  this  Subcommittee's  assistance  in  ensuring 
that  these  goals  are  attained  as  soon  as  possible. 

The  Employee  Retirement  Income  Security  Act,  commonly  known  as  ERISA,  was 
a  major  statutory  initiative  which  has  proved  to  be  vital  to  the  protection  of  private 
pensions  covering  this  Nation's  workers.  In  1968,  just  six  years  before  ERISA  was 
passed,  26  percent  of  American  workers  were  covered  by  pension  plans  which  con- 
tained no  provision  for  vesting.  As  late  as  1972,  less  than  a  third  of  covered  workers 
had  a  vested  benefit  and,  among  women,  only  26  percent  were  vested.  Three  years 
after  the  minimum  participation  and  vesting  standards  of  ERISA  became  effective, 
almost  half  of  covered  workers  had  a  vested  benefit  and,  among  women,  the  percent 
jumped  from  26  in  1972  to  over  40  percent  in  1979.  ERISA's  participation  standards 
and  break-in-service  rules  had  similar  dramatic  impacts,  especially  for  insuring  that 
workers  could  not  be  systematically  excluded  from  a  pension  plan  or  that  they  did 
not  lose  pension  rights  through  short-term  unemployment  or  brief  leaves  of  absence. 

Despite  the  great  strides  realized  under  ERISA,  it  did  not  go  far  enough  in  some 
areas  to  insure  equity  among  all  workers.  Two  longstanding  pension  practices  which 
resulted  in  sex-based  discrimination— relating  to  employer  contributions  to  plans 
and  the  payment  of  benefits— have  been  remedied  by  the  Supreme  Court  in  the 
Manhart  and  Norris  decisions.  The  Administration  applauds  these  decisions  which 
make  clear  that  the  law  already  requires  sex  neutrality  in  all  aspects  of  employer 
sponsored  pensions  and  similar  compensation.  However,  other  inequities  remain, 
and  this  Administration,  as  well  as  various  members  of  the  Congress,  have  been 
trying  to  find  ways  to  correct  them. 

Today  I  want  to  discuss  how  the  Administration  proposes  to  remedy  some  of  the 
inequities  that  currently  exist  in  the  law. 

The  legislation  we  have  proposed,  as  well  as  other  bills  presently  pending  before 
you,  such  as  H.R.  2100,  would  correct  problems  in  three  significant  areas.  First,  the 
bills  recognize  the  great  importance  to  women  of  their  early  years  of  labor  force 
participation  for  women  and  the  special  problems  faced  by  married  couples  when  a 
child  is  born.  Second,  they  address  the  plight  of  those  whose  retirement  security  de- 
pends in  large  part  on  the  pension  of  a  spouse  who  dies.  Finally,  the  bills  seek  ways 
of  protecting  the  economic  interests  of  both  spouses  in  the  event  of  divorce. 

In  the  first  area,  we  suggest  two  provisions  to  improve  the  opportunities  for  young 
workers  and  young  married  couples  to  acquire  nonforfeitable  rights  to  pension  bene- 
fits early  in  their  careers.  Under  current  law,  pension  plans  may,  and  40  percent  do, 
exclude  workers  if  they  are  under  age  25.  We  propose  lowering  the  minimum  par- 
ticipation age  to  21.  This  change  is  especially  important  for  young  working  women, 
whose  labor  force  participation  is  highest — over  70  percent — between  the  ages  of  20 
and  24.  We  enthusiastically  endorse  this  amendment.  We  also  support  counting  all 
service  from  age  21  for  vesting  purposes. 

Our  bill,  as  well  as  H.R.  2100,  also  includes  a  proposal  for  limiting  breaks-in-serv- 
ice when  workers  are  on  unpaid  maternity  of  paternity  leave  following  the  birth  of 
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a  child.  However,  we  favor  a  somewhat  different  approach  than  that  proposed  in 
H.R.  2100.  We  favor  a  provision  which  insures  that  a  parent  is  protected  from  a  one- 
year  break-in-service  for  both  participation  and  vesting  in  either  the  year  the  child 
is  born  or  the  following  year. 

Our  approach  is  more  generous  than  the  rules  incorporated  in  S.  19  which  is 
being  considered  by  the  Senate.  It  also  differs  from  the  approach  of  H.R.  2100, 
which  would  require  employers  to  provide  participation,  vesting  and  benefit  accrual 
credits.  We  feel  requiring  such  credits  for  unpaid  leave  could  discourage  generous 
leave  provisions  as  a  part  of  the  employee  benefit  package  and  could  be  costly  for 
some  plans.  We  think  our  approach  strikes  a  more  appropriate  balance  between  the 
interests  of  parents,  especially  women,  and  the  role  of  pension  plans.  Our  approach 
prevents  young  parents  from  being  penalized  by  their  decision  to  have  children  and 
care  for  them  in  the  first  months;  on  the  other  hand,  our  approach  does  not  require 
employers  to  increase  deferred  wages  to  cover  such  leave. 

Another  important  area  addressed  by  our  bill  and  H.R.  2100  relate  to  the  equita- 
ble distribution  and  transfer  of  pension  benefits  when  a  couple  divorces. 

After  the  family's  house,  a  pension  is  likely  to  be  the  one  of  the  principal  assets  of 
marriage.  Yet,  ERISA  is  unclear  on  the  ability  of  a  divorced  spouse  to  attach  this 
asset  in  a  domestic  relations  proceeding. 

We  support  clarification  of  the  current  confusion  and  suggest  developing  more 
equitable  provisons  for  protecting  both  spouses.  The  bills  make  clear  that  a  spouse 
may,  through  court  order,  directly  attach  a  part  of  the  ex-spouse's  pension  benefit. 
This  means  a  part  of  the  participant's  pension  can  be  paid  directly  to  an  ex-spouse 
by  the  plan.  Moreover,  it  corrects  the  current  costly  situation  where  some  plans 
have  had  to  become  actively  involved  in  the  court  process  to  have  their  duties  made 
clear  and  where  ex-spouses  have  often  had  the  heavy  burden  of  collecting  benefits 
directly  from  the  spouse  rather  than  from  the  plan. 

The  Administration  supports  the  direct  assignment  of  pension  benefits  by  state 
courts  to  ex-spouses.  This  will  correct  the  current  costly  confusion.  In  addition,  our 
bill  would  allow  courts  to  order  the  separation  of  the  ex-spouse's  retirement  income 
from  that  of  the  plan  participant  at  the  earliest  retirement  age  under  the  plan.  Let 
me  explain. 

Under  current  law  the  ex-spouse's  pension  benefit  is  tied  directly  to  the  starting 
date  of  the  participant's  benefit,  which  the  participant  may  elect  to  defer  until  the 
latest  possible  date.  In  addition,  because  the  ex-spouse's  benefit  is  coterminous  with 
that  of  the  participant,  the  ex-spouse's  benefit  ends  upon  the  participant's  death. 
Clearly,  such  arrangements  are  not  necessarily  in  the  best  interest  of  the  ex-spouse 
and  may  not  be  the  best  way  of  dividing  pension  income. 

A  complete  separation  of  the  pension  interests  would  mean  an  ex-spouse  would 
receive  a  benefit  with  a  monthly  annuity  based  on  his  or  her  own  life  expectancy 
and  a  starting  date  based  on  the  earliest  retirement  date  under  the  participant's 
plan,  even  if  the  participant  continues  working.  The  timing  of  retirement  and  death 
of  the  participant  after  the  early  retirement  date  would  not  affect  the  timing  of 
benefits  to  the  ex-spouse. 

Although  H.R.  2100  and  other  bills  include  changes  similar  to  the  one  we  propose, 
we  believe  our  proposals  would  address  concerns  we  have  with  the  language  and  the 
structuring  of  the  proposed  change  in  this  area.  Our  proposal  would  maintain  maxi- 
mum flexibility  for  the  courts  and  the  couple  to  make  equitable  arrangements  based 
on  the  specifics  of  the  case.  We  also  want  to  minimize  the  administrative  burden  on 
plans  in  dealing  with  separate  accounts  for  large  numbers  of  ex-spouses. 

Our  proposal  also  contains  language  similar  to  H.R.  2100  for  increasing  pension 
equity  when  a  couple  divorces.  Under  current  law,  pension  plans  may  require  that 
in  order  to  receive  a  survivor  benefit,  the  spouse  must  be  married  to  the  plan  par- 
ticipant (1)  for  the  year  prior  to  the  annuity  starting  date  and  (2)  for  the  year  prior 
to  the  participant's  death.  Hence,  if  the  couple  divorces  after  a  retirement  benefit 
starts,  the  pension  plan  need  not  pay  the  ex-spouse  a  survivor  benefit,  even  if  one 
has  been  provided  for  and  the  participant  desires  to  leave  the  ex-spouse  this  benefit. 

We  see  no  reason  why  survivor  benefits  should  be  allowed  to  return  to  the  plan 
because  a  couple  divorces  after  retirement.  Hence,  we  believe  these  benefits  should 
be  paid  if  the  spouse  meets  only  the  first  condition  under  current  law,  that  is, 
having  been  married  to  the  participant  for  a  full  year  prior  to  the  starting  date  of 
the  annuity. 

A  final  area  of  pension  law  that  should  be  changed  is  in  the  provision  of  survivor 
benefits.  In  this  case  the  economic  interests  of  both  spouses  have  not  always  been 
protected.  One  major  change  we  support  is  requiring  the  spouse's  written  consent 
whenever  a  decision  is  made  not  to  provide  a  survivor  benefit.  Such  a  provision  will 
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provide  both  members  of  a  couple  with  the  opportunity  to  participate  in  the  critical 
decision  regarding  their  retirement  income. 

As  indicated  in  the  Administration's  August  2  testimony  before  the  Senate  Com- 
mittee on  Finance,  we  do  not  support  the  proposed  provisions  requiring  survivor 
coverage  for  the  spouses  of  all  participants  with  10  years  service.  Requiring  survivor 
benefits  whenever  a  participant  has  10  years  service  is  one  way  of  helping  protect 
the  survivors  of  spouses  who  die  prior  to  reaching  the  age  at  which  survivor  cover- 
age is  available  (usually  age  55).  We  are  very  concerned,  however,  that  employers 
will  offset  increased  costs  in  this  area  with  reductions  in  valuable  life  insurance 
benefits.  In  that  trade-off,  only  a  comparatively  few  older  survivors  may  come  off 
better  and  the  great  preponderance  of  survivors  may  be  worse  off. 

The  Administration  believes,  however,  that  a  change  in  ERISA's  requirements  is 
necessary  in  that  critical  period  between  a  plan's  early  and  normal  retirement  ages. 
Currently,  ERISA  requires  plans  to  provide  optional  pre-retirement  survivor  bene- 
fits at  the  early  retirement  age  if  the  participant  continues  working.  However,  the 
plan  may  require  that  the  working  participant  explicitly  opt  to  provide  this  survivor 
benefit  during  this  period  or  none  will  be  paid  if  the  participant  dies  before  retiring. 
In  order  to  make  this  provision  effective,  we  would  change  current  law  so  that  there 
would  be  an  automatic  survivor  benefit  at  early  retirement  age  unless  (1)  the  par- 
ticipant informed  the  plan  otherwise  and  (2)  the  spouse  consented  to  forego  the 
benefit. 

Along  with  the  other  provisions  to  protect  the  economic  interest  of  both  marriage 
partners,  the  Administration's  bill,  as  well  as  H.R.  2100,  would  repeal  the  two-year 
non-accidental  death  rule  and  would  overturn  the  BBS  Associates  decision,  which 
allows  plans  to  avoid  offering  survivor  benefits  if  a  lump  sum  is  the  normal  form  of 
benefit  payment. 

In  addition,  to  ensure  that  spouses  are  fully  informed  of  their  rights  to  survivor 
benefits,  we  propose  a  requirement  that  participants  be  notified  of  the  possible  for- 
feiture of  their  vested  benefits  in  the  event  of  their  early  death. 

In  closing,  I  would  like  to  reaffirm  the  Administration's  very  strong  support  for 
legislation  in  the  important  area  of  pension  equity  and  urge  the  Subcommittee  to 
report  out  a  bill  as  quickly  as  possible.  Although  our  legislation  differs  in  some  im- 
portant respects  from  some  of  the  other  proposals  pending  before  you,  these  should 
not  be  major  obstacles  which  delay  legislative  action.  If  I,  or  any  one  at  the  Depart- 
ment, can  possibly  be  of  assistance  to  this  Subcommittee,  we  would  be  happy  to  do 
so. 

This  concludes  my  prepared  statement.  I  would  be  happy  to  answer  any  questions 
you  may  have. 

Mr.  Clay.  Mr.  Miller? 

Mr.  Miller.  Would  you  explain  again  what  the  provisions  of  the 
administration's  bill  would  do  with  respect  to  pregnancy  leave? 

Mr.  Benjamin.  For  the  year  in  which  maternity  or  paternity 
leave  was  taken  or  alternatively,  at  the  recipient's  choice,  the  fol- 
lowing year,  the  individual  would  not  have  a  break-in-service 
during  that  period.  They  would  get  credit  for  501  hours  for  both 
participation  and  vesting  purposes.  The  individual  would  be  able  to 
choose  whether  they  took  the  credit  for  it  in  the  year  in  which  the 
child  is  born  or  the  following  year. 

Mr.  Miller.  What  is  it  you  would  not  provide? 

Mr.  Benjamin.  Benefit  accrual  during  this  period. 

Mr.  Miller.  Why  is  that? 

Mr.  Benjamin.  Quite  frankly,  we  are  concerned  that  the  expense 
of  benefit  accrual  would  tend  to  discourage  firms  from  offering  ma- 
ternity and  paternity  leave  to  people,  and  we  would  end  up  trying 
to  help  these  people  and  end  up  actually  hurting  them. 

Mr.  Miller.  Do  we  know  that? 

Mr.  Benjamin.  We  don't  know  exactly  how  big  the  effect  would 
be,  but  we  are  confident  that  there  will  be  an  impact  because  it 
will  significantly  raise  the  cost  to  the  firms  of  having  the  leave. 

Mr.  Miller.  But  we  don't  know  what  avenues  there  might  be  for 
the  plans,  the  firms  or  the  participants  to  handle  that  cost? 
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Mr.  Benjamin.  Well,  we  spent  a  fair  amount  of  time  thinking 
about  the  possible  consequences  of  the  benefit  accrual.  The  thing 
we  are  concerned  about  is  the  negative  impact. 

Mr.  Miller.  What  kind  of  negative  impact?  What  did  you  come 
up  with?  I  mean,  you  thought  about  it. 
Mr.  Benjamin.  I  am  not  sure  I  understand. 

Mr.  Miller.  You  say  that  there  would  be  a  negative  impact,  that 
some  firms  may  offset  that  cost  by  doing  something  that  is  more 
detrimental  to  the  plan  participant.  I  just  wondered  what  is  it  you 
decided  that  they  would  do?  I  don't  know. 

Mr.  Benjamin.  If  you  were  to  have  a  requirement  for  benefit  ac- 
crual, it  would  raise  the  cost  of  maternity  and  paternity  leave,  and 
some  firms  would  be  discouraged  from  even  offering  maternity  and 
paternity  leave. 

Mr.  Miller.  So  there  is  still  a  deficit  position  to  having  a  child  if 
you  are  working?  You  are  going  to  pay  a  price  for  having  a  child  if 
you  are  a  professional,  if  you  are  working,  and  if  you  want  to  take 
maternity  leave,  you  are  not  going  to  get  your  benefit  accruals.  If 
you  do,  the  firm  might  not  offer  you  the  maternity  or  paternity 
leave. 

I  am  just  trying  to  determine  the  social  cost  of  having  a  child  for 
young  couples  when  they  make  this  determination.  They  are  still 
in  the  position  where  we  have  an  adverse  economic  impact,  if  you 
will,  of  deciding  to  have  a  child,  possibly. 

Mr.  Erlenborn.  Would  the  gentleman  yield? 

Mr.  Miller.  Yes. 

Mr.  Erlenborn.  There  would  be  an  adverse  economic  impact, 
but  it  would  be  less  than  it  is  today  under  current  law  because 
there  would  be  credit  for  participation  and  vesting. 

Mr.  Miller.  I  understand  that.  I  am  just  trying  to  determine 
when  the  decision  was  made  that  this  is  where  you  draw  the  line, 
what  was  beyond  that  determination  that  suggested  this  is  as  far 
as  you  could  go,  that's  all. 

Mr.  Erlenborn.  Let  me  also  suggest  to  the  gentleman  that  over 
the  years  there  have  been  many  who  have  said  that  pension  bene- 
fit accruals  are  part  of  the  wage  package.  It  is  deferred  compensa- 
tion. 

We  are  talking  about  unpaid  leave,  and  what  would  happen  if 
you  gave  credit  for  benefit  accrual  is  you  would  make  this  at  least 
partially  paid  leave,  what  was  totally  unpaid  leave  before.  You 
would  be  forcing  the  employer  to  pay  for  not  receiving  services 
during  the  course  of  that  year. 

Mr.  Miller.  I  was  just  sharing  Mr.  Dannemeyer's  concern  that 
we  wouldn't  have  any  babies  to  pay  off  the  deficit.  [Laughter.] 

Thank  you. 

Mr.  Clay.  Mrs.  Roukema. 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman. 

Mr.  Benjamin,  thank  you  for  your  testimony.  As  you  know,  I  am 
an  original  cosponsor  of  this  legislation,  but  that  does  not  mean 
that  it  is  without  some  flaws.  I  share  all  of  our  concerns  that  this 
program  has  not  only  the  need  to  be  equitable  but  also  practical  in 
an  economic  sense. 

I  would,  therefore,  like  to  have  your  further  thoughts  beyond 
what  you  have  said  in  your  testimony  with  respect  to  early  survi- 
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vor  benefits  after  10  years.  As  you  heard  from  Ms.  Ferraro  and  as 
you  know  from  studying  the  legislation,  H.R.  2100  goes  much  fur- 
ther. 

Are  you  saying  that  the  administration  is  inflexible  on  dealing 
with  the  problem  of  death  before  early  retirement  age?  If  so,  would 
you  amplify  as  to  the  reasons  the  administration  has  come  down 
with  its  present  position? 

Mr.  Benjamin.  We  cannot  support  the  current  early  survivorship 
proposal  in  H.R.  2100,  but  we  recognize  there  is  a  problem  and  we 
would  like  to  continue  the  examination  and  discussion  we  have  had 
of  alternatives. 

Mrs.  RouKEMA.  Why  do  you  take  the  position  that  it  is  a  problem 
for  you? 

Mr.  Benjamin.  I  think  that  there  are  some  people  whose  hus- 
bands die  and  they  don't  have  pensions. 

Mrs.  RouKEMA.  No.  I  mean  why  is  it  a  problem  for  you  to  go 
beyond  what  is  in  the  bill  and  move  closer  to  the  H.R.  2100  provi- 
sions? Have  you  costed  this  out?  Is  it  a  matter  of  cost  to  pension 
plans? 

Mr.  Benjamin.  There  are  estimates  of  the  cost  in  the  neighbor- 
hood of  1.5  to  4  percent  of  benefits.  A  major  concern  for  us  is  the 
fact  that  we  believe  that  the  plans  will  respond  to  a  provision  like 
this  by  reducing  other  benefits,  possibly  no  longer  offering  subsi- 
dized term  insurance.  Thus,  we  are  concerned  that  we  won't  come 
to  the  outcome  that  is  desired  if  we  were  to  take  this  route. 

Mrs.  RouKEMA.  Is  some  part  of  this  the  thought  that  this  gap  or 
disparity  can  be  covered  by  insurance  programs? 

Mr.  Benjamin.  That  is  certainly  true. 

Mrs.  RouKEMA.  Mr.  Chairman,  I  know  we  want  to  move  this  bill 
quickly  and  to  get  early  resolution,  but  I  suggest  that  we  need 
some  additional  data  on  this  particular  subject  from  the  Depart- 
ment of  Labor,  as  well  as  from  whatever  other  means  we  have  at 
our  disposal,  to  get  some  hard  data  on  this  particular  issue  and  the 
potential  cost  to  the  plans  and  the  consequence,  both  in  terms  of 
insurance  as  well  as  the  lowered  benefits. 

Mr.  Clay.  Can  you  provide  the  committee  with  that  information? 

Mr.  Benjamin.  We  would  be  happy  to  provide  the  committee 
with  that  and  discuss  various  approaches  and  to  continue  to  work 
with  you. 

Mrs.  RouKEMA.  Thank  you  very  much. 

Mr.  Clay.  Mr.  Erlenborn? 

Mr.  Erlenborn.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  let  me  thank  you  for  your  testimony  and  the  work 
that  I  know  you  have  put  into  preparing  the  administration's  bill, 
which  is  going  to  be  introduced  today. 

I  am  intrigued  with  some  of  the  possibilities  that  present  them- 
selves with  different  factual  situations,  even  in  the  provisions  that 
I  am  supporting  as  well.  I  just  think  that  we  ought  to  look  ahead 
and  see  how  these  will  be  applied. 

For  example,  can  you  tell  me  in  the  divorce  situation  where 
there  is  a  division  of  the  pension  rights  according  to  State  court 
decree,  is  it  anticipated  that  the  ultimate  pension  will  be  divided  or 
only  that  portion  earned  to  the  date  of  the  divorce? 
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Mr.  Benjamin.  x\t  this  time  we  would  like  to  leave  this  matter  as 
largely  as  possible  to  the  discretion  of  the  State  courts. 

Mr.  Erlenborn.  We  will  get  varying  results  that  way,  of  course, 
but  that  is  probably  the  proper  route. 

Mr.  Benjamin.  Historically  we  have  left  domestic  relations  mat- 
ters to  the  State  courts,  and  we  would  like  to  continue  to  do  that 
within  very  broad  outlines. 

Mr.  Erlenborn.  Society  being  what  it  is  today,  it  is  altogether 
possible  that  during  a  man's  working  career  or  a  woman's  working 
career,  because  these  survivor  annuities  run  both  ways,  may  be 
married  several  times.  There  may  be  several  divorce  proceedings 
with  divisions  of  property. 

How  is  that  going  to  work  out,  if  there  has  been  a  divorce,  a  divi- 
sion of  the  pension  rights,  and  then  another  5  or  10  years  later  an- 
other divorce  and  a  division  of  pension  rights?  It  could  get  a  bit 
complicated,  couldn't  it? 

Mr.  Benjamin.  Well,  it  could.  That  is  actually  what  led  us  to 
leave  it  to  the  experts. 

Mr.  Erlenborn.  I  guess  this  is  a  question  that  would  occur  even 
today,  but  I  am  not  aware  of  how  it  is  resolved.  If  a  man  should 
elect  J  and  S,  retire,  begin  to  draw  his  annuity,  is  divorced  and 
then  remarried,  which  wife  gets  the  benefit  of  the  survivor  annu- 
ity? 

Mr.  Benjamin.  You  have  me  on  that  one.  I  am  not  sure  I  follow 
all  of  the  scenario. 

Mr.  Erlenborn.  Well,  you  have  two  spouses.  After  the  election  of 
the  joint  and  survivor  annuity  and  the  beginning  of  the  partici- 
pant's annuity,  he  becomes  retired,  divorces  the  spouse  who  was 
there  when  he  made  the  election,  marries  again,  does  that  first 
election  apply  to  the  second  wife?  Which  wife,  the  divorced  wife  or 
the  second  wife,  would  get  the  annuity? 

Mr.  Benjamin.  The  first  wife. 

Mr.  Erlenborn.  Maybe  that  would  be  divided  in  court  as  well. 

Mr.  Benjamin.  You  are  getting  beyond  my  sphere  of  expertise, 
sir.  I  am  not  an  attorney. 

Mr.  Erlenborn.  Well,  I  love  to  ask  questions.  I  don't  have  the 
answers,  either.  Thank  you  very  much. 

Mr.  Clay.  Mr.  Chandler? 

Mr.  Chandler.  Thank  you,  Mr.  Chairman. 

To  follow  up  on  Mr.  Miller's  question,  which  I  think  is  an  impor- 
tant one,  I  don't  think  there  is  any  difference — at  least  I  don't  per- 
ceive any — in  the  committee  on  whether  there  should  be  a  break- 
in-service  for  maternity  or,  less  likely,  paternity  leave,  but  the  dif- 
ference is  in  whether  there  should  be  credits  for  the  person's  plan. 

It  doesn't  seem  likely  to  me  that  people,  when  making  a  decision 
about  a  family,  will  sit  down  and  say,  "Now,  will  we  or  will  we  not 
get  credit  for  our  time  in  service  for  maternity  leave?"  That  seems 
a  little  absurd,  to  assume  that  they  would  do  that.  But  there  would 
definitely  be,  as  I  understand  your  testimony  and  that  of  the  spon- 
sor of  the  bill,  a  cost  to  the  pension  plan  if  credits  are  applied  for 
this  noncompensated  leave  of  absence. 

You  could  clarify  for  me  and  the  rest  of  the  committee  who  it  is 
that  ends  up  paying  for  that.  What  happens  as  a  result  of  granting 
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credit  for  time  away  from  work  when  there  is  no  compensation? 
Who  pays? 

Mr.  Benjamin.  Ultimately,  sir,  the  other  plan  participants  will 
pay  for  that  because  those  credits  will  have  to  be  paid  for  out  of 
the  contributions. 

Mr.  Chandler.  They  would  either  pay  with  higher  premiums  or 
they  would  pay  in  lower  benefits? 

Mr.  Benjamin.  That  is  correct.  In  addition,  we  believe  some 
people  who  might  have  had  the  opportunity  to  have  leave  will  no 
longer  have  it. 

Mr.  Chandler.  I  think  that  is  a  very  important  point.  It  isn't  to 
say  that  you  are  being  mean  about  this  or  that  an  employer  is 
being  indifferent,  I  don't  think,  to  the  welfare  of  its  employees. 
There  is  no  way  to  have  something  granted  without  somebody 
paying  for  it.  Well,  I  guess  the  Federal  Government  has  done  a 
pretty  good  job  of  that. 

Mr.  Clay.  Will  the  gentleman  yield? 

Mr.  Chandler.  Of  course. 

Mr.  Clay.  What  happens  if  an  individual  goes  into  the  military 
for  2  years? 

Mr.  Benjamin.  They  are  provided  with  benefit  accrual,  sir. 

Mr.  Clay.  So  you  are  suggesting  that  it  would  be  more  costly  to 
provide  this  for  females  who  go  on  maternity  leave  than  it  is  for 
males,  predominantly,  who  go  into  the  military? 

Mr.  Benjamin.  Both  provisions  apply  to  both  males  and  females. 

Mr.  Clay.  If  they  go  into  the  military. 

Mr.  Benjamin.  If  they  go  into  the  military.  That  is  correct. 

Mr.  Clay.  Does  it  cost  anything  for  that? 

Mr.  Benjamin.  It  does  cost  for  that. 

Mr.  Clay.  Then  why  is  it  that  you  don't  want  to  pay  for  materni- 
ty leave  but  you  pay  for  military  leave? 

Mr.  Benjamin.  For  the  military  a  decision  was  made  years  ago 
as  a  matter  of  national  defense  policy.  Maternity  and  other  forms 
of  unpaid  leave  are  all  treated  equivalently  and  usually  do  not  re- 
ceive benefit  credits. 

Mr.  Clay.  But  that  is  no  reason  why  we  can't  treat  them  the 
same,  is  it,  because  a  decision  was  made  many,  many  years  ago? 

Mr.  Benjamin.  No. 

Mr.  Clay.  What  is  the  rationale  for  saying  that  one  category  of 
people  will  not  get  accrual  and  the  other  will?  It  certainly  couldn't 
be  that  it  costs  to  give  them  maternity  leave  because  it  also  costs  to 
give  them  the  time  while  they  are  in  the  military. 

Mr.  Benjamin.  That  is  true.  However,  our  concern  here  is  to  fa- 
cilitate people  taking  maternity  and  paternity  leave.  That  is  the 
objective  that  H.R.  2100  has,  and  that  is  the  objective  that  we  have. 

We  are  concerned,  though,  that  the  provisions  of  H.R.  2100, 
which  provide,  for  example,  for  benefit  accrual,  will  end  up  not  ac- 
complishing the  objective  of  facilitating  maternity  and  paternity 
leave  for  some  people  because  they  may  actually  lose  the  opportu- 
nity to  get  it  because  you  only  have  to  deal  with  this  provision  if 
you  have  maternity  and  paternity  leave  as  a  company  policy. 

Mr.  Miller.  Would  the  gentleman  yield? 

Mr.  Clay.  It  is  Mr.  Chandler's  time. 
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Mr.  Chandler.  If  I  can  reclaim  my  time  for  just  a  moment,  I 
think  that  the  question  is  certainly  a  relevant  one,  but  there  is  one 
major  difference.  It  is  most  unlikely  that  the  person  who  is  losing 
their  time  in  service  as  a  private  employee  to  the  military  is  doing 
it  as  a  matter  of  choice.  I  think  that  that  is  what  the  law  was 
trying  to  recognize.  At  the  same  time,  there  is  the  same  cost  to  the 
other  participants  in  the  plan  with  the  military  as  there  would  be 
with  this. 

Your  question,  Mr.  Chairman,  is  right  on  the  pomt.  We  will 
make  the  decision.  All  I  am  trying  to  do  is  clarify  in  my  own  mind 
and  the  rest  of  the  committee  that  it  does  cost  something. 
Mr.  Clay.  Will  the  gentleman  yield  further? 
Mr.  Chandler.  Sure. 

Mr.  Clay.  Of  course,  we  have  an  All- Volunteer  Army.  The  latest 
report  that  I  saw— in  fact,  it  was  in  this  morning's  paper— is  that 
40  percent  of  all  pregnancies  are  not  by  choice.  [Laughter.] 
Mr.  Erlenborn.  Would  the  gentleman  yield? 
Mr.  Chandler.  If  you  can  top  that,  of  course.  [Laughter.] 
Mr.  Erlenborn.  I  wouldn't  touch  that.  [Laughter.] 
Let  me  just  say  that  the  comment  that  I  made  earlier,  before  the 
witnesses  began  to  testify,  I  think  applies  here.  It  is  the  case  of  the 

anonymous  victim.  The  anonymous  victim  here 

Mr.  Clay.  Is  a  pregnant  woman? 

Mr.  Erlenborn.  No;  the  anonymous  victims  in  this  case  as  a 
result  of  our  generosity,  should  we  provide  for  benefit  accrual,  are 
those  people  who  will  not  be  able  to  take  maternity  and  paternity 
leave.  They  will  never  know  we  did  it  to  them.  They  will  blame  the 
employer,  but  it  will  be  our  act  here  to  impose  that  cost  on  mater- 
nity and  paternity  leave  that  precipitates  the  decision  of  the  em- 
ployer not  to  make  it  available.  So,  I  just  say  let's  not  forget  the 
anonymous  victims. 

Mr.  Miller.  Mr.  Chairman? 
Mr.  Clay.  It  is  Mr.  Chandler's  time. 
Mr.  Chandler.  I  would  be  glad  to  yield. 

Mr.  Miller.  There  may  be  a  way.  As  I  understand  it,  if  you  vol- 
unteer and  join  the  military,  you  will  get  benefit  accrual  the  entire 
time  of  your  service.  Is  that  correct?  If  I  join  up  for  2  years,  if  I  join 
up  for  4  years,  I  get  benefit  accrual? 
Mr.  Erlenborn.  Twenty  or  thirty  years? 
Mr.  Miller.  I  don't  know  that. 

Mr.  Benjamin.  I  am  afraid  I  don't  know  the  answer  to  that  ques- 
tion. 

Mr.  Miller.  Does  somebody  have  the  answer  to  that? 
Ms.  BoRZi.  Yes;  you  get  credit  for  all  the  time  that  you  serve  in 
the  military.  There  is  no  requirement  that  you  have  to  have  been 
drafted  or  go  involuntarily. 

Mr.  Miller.  Maybe  what  we  can  do  is  we  can  put  a  cap  of  1  or  2 
years  on  the  military  and  then  the  cost  reduction  that  that  would 
bring  about  to  the  invisible  victim,  we  could  provide  1  year  of  ma- 
ternity leave  with  benefit  accrual.  We  could  kind  of  balance  this 
out  because  what  we  are  here  to  do  is  to  try  to  bring  equity  to 
many  of  the  decisions  that  were  made  many  years  ago. 

Maybe  one  of  the  things  we  can  look  at,  obviously,  with  the  thou- 
sands of  people  who  join  up  every  year  in  the  military,  there  is  an 
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attributable  cost  that  is  figured  in  these  plans  providing  that  bene- 
fit accrual.  If  they  only  had  to  provide  that  benefit  accrual  for 
maybe  1  year  as  opposed  to  4  years,  that  savings  could  pay  for  the 
maternity  benefit  accrual  of  1  year. 

I  think  there  is  probably  a  way  to  work  it  out,  and  that  was  my 
original  question.  What  is  it  you  thought  of  when  you  decided  you 
couldn't  do  it?  I  suggest  what  you  didn't  think  of  was  that  some- 
body made  a  decision  a  long  time  ago  that  people  who  join  the  mili- 
tary would  get  this  benefit  and  nobody  thought  about  it  in  terms  of 
pregnancy  and  having  children. 

I  suspect  it  may  not  go  directly  to  immediate  concerns  about  pen- 
sions, but  families  today  in  these  economic  times  do  ask  them- 
selves, can  we  afford  to  have  a  child.  I  think  that  if  we  can  miti- 
gate the  answer  against  saying  no,  that  we  ought  to  certainly  do 
that. 

I  suspect  that  there  is  a  way  out.  Maybe  Congresswoman  Fer- 
raro's  bill  will  have  to  be  modified  to  get  some  of  the  savings  out  of 
the  military,  but  that  is  a  tradeoff  that  we  deal  with  all  the  time 
here. 

Mr.  Clay.  Mr.  Chandler's  time  has  expired. 

Mr.  Kildee? 

Mr.  Kildee.  I  have  no  questions  at  this  time,  Mr.  Chairman. 

Mr.  Clay.  Thank  you. 

We  certainly  want  to  thank  you,  Mr.  Benjamin. 

Mr.  Benjamin.  Thank  you  very  much. 

Mr.  Clay.  The  next  witnesses  will  consist  of  a  panel:  Millicent 
Goode,  Geneva  Burgess,  Ruth  Godbold,  and  Elisabeth  Yager. 

Without  objection,  all  statements  will  be  inserted  in  the  record. 
You  may  proceed  as  you  like. 

Mrs.  Goode? 

STATEMENT  OF  MILLICENT  P.  GOODE,  BALTIMORE,  MD. 

Mrs.  Goode.  Mr.  Chairman  and  members  of  the  committee,  my 
name  is  Millicent  Goode.  I  thank  you  for  allowing  me  to  come 
before  you  today  to  testify.  I  hope  that  what  I  have  to  say  may  help 
other  women  and  spare  them  some  of  the  trauma  that  I  have  expe- 
rienced. 

Two  years  ago  my  husband  sued  for  divorce  without  warning  and 
after  approximately  30  years  of  marriage.  The  inhumaneness  of 
this  was  that  I  was  notified  about  it  in  a  hospital  2  days  after  sur- 
gery for  breast  cancer.  I  was  faced  simultaneously  with  a  double- 
barreled  crisis:  a  threat  against  physical  survival  on  the  one  hand 
and  against  economical  survival  on  the  other.  My  only  hope  lay  in 
the  grace  of  God  and  my  own  ability  to  fight. 

As  the  divorce  proceedings  continued,  efforts  to  obtain  economic 
security  from  a  share  of  my  husband's  pension  became  more  and 
more  important  to  me.  He  was  receiving  a  hefty  early  retirement 
pension  of  almost  $1,200  a  month  from  Bethlehem  Steel,  a  good 
salary  from  a  State  job,  and  had  accumulated  substantial  assets, 
plus  medical  benefits  from  both  jobs  for  the  remainder  of  his  life. 

In  contrast,  my  years  of  hard  work  in  taking  care  of  the  home 
and  all  of  our  four  children  had  reaped  none  of  these  benefits.  I 
was  threatened  with  the  loss  of  my  home,  financial  security  and  all 
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medical  benefits  at  a  time  when  I  desperately  needed  them  most. 
My  need  for  future  security  was  critical. 

My  attorney  asked  the  court  for  an  extension  of  time  to  work  out 
an  agreement  which  would  provide  me  some  of  this  security.  The 
negotiations  continued  for  nearly  two  long,  stressful  years.  In  order 
to  pay  my  astronomical  legal  expenses,  I  was  forced  to  take  an  ex- 
tremely exhausting  job  with  the  Department  of  Social  Services. 

I  can  retire  on  a  meager  $20  a  month  pension  if  I  manage  to  sur- 
vive on  this  job  until  I  am  64,  and  that  is  questionable  because  of 
health  problems.  I  know  I  will  continue  to  incur  a  lot  of  medical 
expenses  while  I  am  participating  in  a  study  to  find  alternative 
breast  cancer  treatments. 

Finally,  an  agreement  which  I  thought  would  provide  me  with 
future  security  was  reached.  Under  the  terms  of  the  divorce  decree 
Bethlehem  Steel  Corp.  was  ordered  to  pay  me  one-half  of  my  hus- 
band's monthly  pension  benefit  as  marital  property,  in  accordance 
with  the  Maryland  martial  property  law. 

However,  to  my  dismay,  Bethlehem  Steel  is  refusing  to  honor  the 
decree.  They  are  saying  that  dividing  pension  benefits  as  marital 
property  is  in  conflict  with  ERISA.  They  claim  that  the  private 
pension  law  does  not  authorize  the  plan  to  honor  State  court  de- 
crees awarding  pensions  as  "marital  property"  in  equitable  distri- 
bution States. 

I  think  this  is  terribly  unfair  and  serves  to  do  only  one  thing: 
stop  the  pensioner's  wife  from  getting  benefits  earned  during  the 
marriage.  I  don't  believe  the  Congress  ever  intended  for  the  Feder- 
al law  to  interfere  with  the  power  of  State  court  decrees  to  divide 
pension  benefits  in  divorce  settlements.  ERISA  intends  to  make 
sure  that  a  pensioner's  benefits  cannot  be  paid  to  creditors  and  the 
like.  It  was  not  intended  to  deprive  the  wife  of  protection. 

When  I  tried  to  get  information  from  Bethlehem  about  my  rights 
under  the  pension  plan,  their  response  was  always  hostile  and  un- 
caring. Each  time  I  wrote  them  they  refused  to  give  me  the  infor- 
mation I  needed.  They  merely  quoted  their  privacy  of  information 
policy.  Not  one  word  was  expressed  concerning  my  welfare,  even 
though  I  had  explained  my  situation  and  medical  problems. 

I  learned  from  my  lawyer  that  the  company  was  willing  to  pay 
my  part  of  my  husband's  pension  as  a  support  payment,  but  not  as 
a  marital  property  payment.  Apparently  there  is  an  Internal  Reve- 
nue ruling  that  specifically  says  that  pension  plans  must  honor 
court  decrees  awarding  alimony,  but  because  there  is  not  a  similar 
ruling  on  marital  property,  the  company  refuses  to  pay  me  as  such. 

Just  a  few  weeks  ago  the  IRS  wrote  a  general  information  letter 
stating  that  a  company's  payment  of  a  pension  as  marital  property 
does  not  violate  ERISA.  However,  the  representative  from  IRS 
made  it  clear  that  the  letter  is  in  no  way  binding  for  me  or  other 
women.  The  company  still  may  claim  they  do  not  have  to  pay  me 
as  marital  property,  if  they  choose. 

I  don't  want  my  pension  share  to  be  paid  as  support.  I  feel  the 
concept  of  alimony  demeans  my  contribution  to  the  marriage.  It  is 
not  recognizing  that  many  years  of  cooking,  cleaning,  taking  care 
of  the  children  and  getting  my  husband  off  to  work  helped  him 
earn  that  pension.  And,  even  more  importantly,  alimony  or  support 
is  easily  changeable  and  could  be  cut  off. 
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The  marital  property  concept,  which  has  been  adopted  in  Mary- 
land and  in  many  States  throughout  the  country,  basically  holds 
that  marriage  is  a  joint  partnership  and  assets  earned  or  gained 
during  the  course  of  the  marriage  belong  equally  to  both  spouses. 
What  I  have  to  ask  today  is  if  a  wife  has  no  earned  right  to  a 
pension  as  marital  property,  then  why  do  we  choose  to  marry  and 
take  care  of  the  home  when  our  future  security,  in  case  of  divorce, 
is  not  even  regarded?  I  earned  the  right  to  this  security  and  de- 
serve it. 

My  husband  worked  an  8-hour  day,  5-day  week  at  Bethlehem.  I 
worked  an  18-hour  day,  7-day  week  in  the  home.  What  I  really 
think  is  unfair  is  that  the  young  woman  my  husband  has  been  in- 
volved with  could  end  up  with  the  fruits  of  my  long  years  of  hard 
work. 

I  have  seen  the  poverty  and  the  heartache  that  women  are  expe- 
riencing who  are  trying  to  exist  on  $200  or  $300  a  month  with  nei- 
ther pension  nor  medical  benefits.  I  am,  therefore,  not  only  here  to 
speak  on  my  own  behalf  but  also  for  the  thousands  of  other  wonien 
who  have  been  forced  into  this  disgraceful  and  demeaning  position 
after  years  of  service  in  the  home  because  no  one  cared  enough  to 
help  them. 

As  far  as  my  pension  rights  and  the  pension  rights  of  other 
women  are  concerned,  it  is  clear  that  the  big  companies  aren't 
going  to  honor  the  woman's  right  to  a  pension  until  someone  in 
Congress  steps  forth  and  finds  a  way  to  clear  up  the  ambiguities  in 
the  law.  It  is  the  lack  of  clarity  that  contributes  to  the  dilemma 
older  women  are  in  today. 

I  earned  a  share  of  my  husband's  pension  and  was  awarded  one- 
half  of  it  as  marital  property  under  State  law  and  by  court  order.  I 
do  not  think  a  company  should  be  able  to  use  their  interpretation 
of  Federal  law  to  strip  me  of  my  right. 

I  ask  you  today  to  consider  the  need  to  change  the  law  so  that 
pension  plans  will  obey  a  State  court  order  to  pay  a  share  of  the 
pension  as  marital  property  and,  in  addition,  that  a  provision  be 
made  so  that  divorced  spouses  will  be  able  to  receive  survivor  bene- 
fits under  the  pension  plan  and  medical  benefits  as  well. 

It  seems  to  me  the  proposed  law  needs  to  address  the  issue  of 
survivors  benefits  to  truly  address  the  problems  of  divorced  women. 
In  the  case  of  women  who  have  spent  most  of  their  married  lives 
working  in  the  home,  they  would  not  have  had  the  chance  to  pro- 
vide for  their  own  retirement.  For  that  reason,  survivors  benefits 
are  crucial  for  preventing  possible  future  poverty. 

Thank  you  for  letting  me  testify. 

Mr.  Clay.  Thank  you. 

Could  you  provide  the  subcommittee  with  a  copy  of  that  letter 
from  the  IRS? 

Mrs.  GooDE.  Yes,  but  there  were  some  changes  in  it  because  we 
felt  it  was  a  little  too  long  and  we  did  delete 

Mr.  Clay.  No,  I  mean  the  letter  from  the  IRS  that  you  men- 
tioned in  your  testimony. 

Mrs.  GooDE.  Oh,  no. 

Mr.  Clay.  Do  you  have  a  copy  of  it? 

Mrs.  GooDE.  The  Pension  Rights  Center  Office  has  a  copy. 

Mr.  Clay.  Can  you  get  a  copy  for  us? 
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Mrs.  GooDE.  Yes. 

[The  information  referred  to  follows:] 

Internal  Revenue  Service, 
Washington,  D.C.,  September  9,  1983. 

Ms.  Karen  W.  Ferguson, 
Director.  Pension  Rights  Center, 
Washington,  D.C. 

Dear  Ms.  Ferguson:  This  is  in  reply  to  your  letter  to  Mr.  William  Posner  dated 
August  5,  1983,  to  which  Mr.  Posner  requested  we  reply  since  the  provisions  of  sec- 
tion 401(a)(13)  of  the  Internal  Revenue  Code  and  its  application  to  certain  property 
settlements  pursuant  to  divorce  decrees  like  the  one  you  described  are  within  the 
jurisdiction  of  this  Branch. 

You  are  aware  that  section  401(a)(13)  of  the  Code  prohibits  alienation  or  assign- 
ment of  benefits  from  qualified  plans,  and  you  have  asked  for  general  information 
concerning  whether  the  application  of  that  Code  section  applies  to  a  marital  proper- 
ty settlement  at  divorce  (as  distinguished  from  an  alimony  or  support  settlement). 

Pursuant  to  a  marital  property  settlement  and  decree  of  divorce,  a  Maryland 
court  recently  awarded  your  client  (Mrs.  G)  one-half  of  each  of  the  monthly  pension 
payments  her  ex-husband  is  currently  receiving.  Each  payment  is  to  be  made  direct- 
ly to  Mrs.  G  by  the  trustee  of  her  ex-husband's  pension  plan. 

Your  letter  indicates  that  the  plan  administrator  is  aware  that  in  Revenue  Ruling 
80-27,  1980-1  C.B.  85  (copy  enclosed),  which  deals  specifically  with  the  division  of 
pension  payments  pursuant  to  court-ordered  alimony  and  support  payments,  the 
plan  participant  is  already  in  pay  status.  This  revenue  ruling  provides  that  the  rule 
against  assignment  or  alienation  of  plan  benefits  is  intended  to  assure  that  the  ac- 
crued benefits  of  a  plan  participant  are  actually  available  for  retirement  purposes; 
it  shows  that  this  rule,  however,  was  not  intended  to  defeat  enforcement  of  a  par- 
ticipant's family  support  obligations. 

As  a  matter  of  general  information  only,  the  conclusions  generally  reached  by 
those  courts  which  require  such  property  division  of  pension  benefits  upon  marriage 
dissolution  in  community  property  states  and  in  common  law  states  which  divide 
marital  property  equitably,  have  been  that  (1)  the  Employee  Retirement  Income  Se- 
curity Act  of  1974  (ERISA)  was  intended  by  Congress  to  protect  the  pensioner's 
family  as  well  as  the  pensioner,  and  (2)  a  marital  property  claim  upon  pension  bene- 
fits is  an  ownership  claim  and  not  that  of  a  creditor.  Therefore,  enforcing  such 
claim  against  the  pension  does  not  violate  the  restrictions  on  assignment  and  alien- 
ation of  benefits  as  provided  in  section  401(a)(13)  of  the  Code.  Rather  than  acting  as 
assignments,  community  property  laws  and  laws  of  equitable  division  states  pre- 
scribe property  rights  in  pension  benefits  as  between  spouses  and,  as  marital  proper- 
ty, pension  benefits  may  be  subject  to  division  at  divorce. 

For  the  Internal  Revenue  Service  to  issue  a  ruling,  such  request  must  follow  the 
provisions  of  Revenue  Procedure  83-36,  1983-20  I.R.B.  72,  a  copy  of  which  we  are 
enclosing  for  your  convenience.  We  hope  this  information  will  be  of  help  to  you  in 
assisting  your  client. 
Sincerely  yours, 

John  J.  Swieca, 
Acting  Chief,  Employee  Plans, 

Technical  Branch. 

Mr.  Clay.  Mrs.  Burgess? 

STATEMENT  OF  GENEVA  BURGESS,  GLEN  BURNIE,  MD. 

Mrs.  Burgess.  Mr.  Chairman,  my  name  is  Geneva  Burgess,  and  I 
am  pleased  to  be  here  today  to  speak  before  the  Subcommittee  on 
Labor-Management  Relations. 

I  feel  it  is  an  honor  and  my  duty  as  an  American  citizen  to  speak 
on  behalf  of  myself  and  thousands  of  other  women  across  the  coun- 
try who  are  victims  of  an  unjust  pension  system.  I  hope  my  story 
has  some  impact  in  changing  the  law  so  that  other  women  will  not 
have  to  suffer  in  the  same  way  I  did. 

The  last  2  years  have  been  an  education  which  no  one  could  have 
gotten  by  attending  any  school  or  university.  Nothing  could  have 
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prepared  me  for  what  I  now  must  endure.  The  first  devastating 
blow  was  finding  my  husband,  Frank,  dead  on  the  floor  of  a  heart 
attack.  The  second  blow  hit  while  grieving  the  loss  of  my  husband. 

I  found  out  that  after  over  30  years  of  being  married,  standing  by 
him,  taking  care  of  the  home  and  raising  two  children,  that  I 
would  not  get  a  dime  of  my  husband's  pension.  Even  though  Frank 
had  been  a  dedicated  employee  at  the  A&P  warehouse  for  longer 
than  30  years,  our  entire  married  life,  I  found  out  that  I  wasn't  eli- 
gible to  get  the  widow's  benefits  that  I  felt  I  earned,  too. 

This  is  dreadfully  unfair.  My  husband  and  I  talked  about  retire- 
ment, and  we  both  assumed  that  I  would  get  something  from  the 
pension  plan  if  he  died  first.  But  when  I  asked  about  getting 
widow's  benefits  from  my  husband's  pension  plan,  A&P  told  me  I 
couldn't  get  them. 

Since  my  husband  died  at  age  50,  instead  of  55,  I  wasn't  eligible 
to  get  any  of  his  benefits  that  he  worked  so  hard  to  earn.  I  was  told 
by  the  company  that  he  would  have  to  reach  early  retirement 
age — in  this  case  55 — to  get  some  of  those  benefits. 

So,  after  all  this  time,  I  ended  up  with  life  insurance  equal  to 
about  9  months  of  Frank's  pay,  which  was  used  up  within  6  months 
of  his  death.  It  went  to  pay  funeral  costs  and  other  expenses. 

I  really  don't  understand  why  the  pension  law  allows  this  to 
happen.  There  is  no  question  my  husband  worked  long  enough 
under  the  plan  to  earn  a  right  to  a  pension  at  retirement.  I  remem- 
ber Frank  going  to  union  meetings  and  discussing  pension  and 
other  benefits.  It  was  very  clear  that  the  workers  got  pension  bene- 
fits in  lieu  of  salary. 

Basically,  all  those  years  sweating  in  the  warehouse,  he  was  get- 
ting a  lower  salary  so  he  could  get  a  pension  to  carry  me  and  him 
through  retirement.  I  know  Frank  would  be  outraged  now  if  he 
knew  his  30  years  plus  of  earned  benefits  would  go  down  the  drain. 
He  always  thought  his  wife  and  children  would  be  adequately 
cared  for. 

Believe  it  or  not,  I  still  shop  at  A&P,  and  about  a  week  ago  I 
bumped  into  Corrine  Setherly,  the  wife  of  one  of  Frank's  coworkers 
from  the  warehouse.  She  asked  me  how  I  was  doing.  When  I  told 
her  the  truth,  that  I  was  only  getting  by  on  meager  savings,  she 
said,  "You  will  get  some  of  Frank's  pension,  won't  you?"  When  I 
told  her  I  wouldn't  get  a  cent,  she  didn't  believe  me. 

Corrine  told  me  that  her  husband  assured  her  she  would  be  cov- 
ered under  his  plan.  He  is  only  54  and  won't  be  55  until  October. 
Ironically,  I  just  heard  that  Corrine's  husband  had  a  massive  heart 
attack.  It  is  uncertain  whether  he  will  make  it  or  not.  Mr.  Chair- 
man, it  is  probably  too  late  for  me,  but  it  is  not  too  late  for  my 
friend  Corrine  or  for  thousands  of  other  women  who  may  lose  out 
this  year  or  the  next. 

It  is  not  too  late  for  Patricia  Tice,  who  also  lives  in  Maryland. 
She  told  me  her  husband  is  dying  of  cancer  at  the  age  of  50.  She 
has  written  to  her  husband's  company,  IBM,  to  see  about  getting  a 
share  of  his  benefits.  But  even  after  23  years  with  the  company, 
when  Mrs.  Tice  moved  frequently  with  her  husband  to  further  his 
career,  she  will  be  out  of  luck  if  he  doesn't  make  it  another  5  years. 
He  is  now  in  the  hospital  in  serious  condition.  She  was  crying  to 
me  on  the  phone  because  she  knows  he  won't  make  it. 
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I  ask  for  her  sake  and  the  sake  of  thousands  of  other  women  who 
count  on  their  husband's  pension  to  get  by  for  you  to  change  the 
law.  Thank  you  for  giving  me  this  opportunity  to  speak. 

Mr.  Clay.  Thank  you. 

Mrs.  Godbold? 

STATEMENT  OF  RUTH  GODBOLD,  FRANKLIN,  VA.,  ACCOMPANIED 
BY  HER  DAUGHTER,  ANGELEE  GODBOLD 

Mrs.  Godbold.  Mr.  Chairman,  I  am  happy  to  be  here  today  to 
testify. 

My  name  is  Ruth  Godbold.  I  am  from  Franklin,  Va.  My  daughter 
is  with  me,  Angelee  Godbold.  I  hope  that  what  I  have  to  say  will 
change  the  pension  law  so  that  no  other  woman  will  ever  have  to 
walk  in  my  shoes  again. 

Briefly,  my  story  is  this.  I  was  married  for  30  years  to  Will  M. 
Godbold,  a  devoted  man  who  split  his  time  between  the  factory,  his 
children,  and  the  church,  where  he  was  deacon.  He  spent  our 
entire  married  life  working  at  the  Union  Camp  Corp.,  a  papermill 
in  Franklin,  Va.,  where  he  was  a  cement  finisher.  My  husband  was 
a  good  man,  but  private  just  the  same.  Whatever  he  didn't  want  to 
talk  about,  he  kept  to  himself. 

I  respected  his  privacy  and  never  asked  too  many  questions.  So, 
when  I  found  out  he  had  cancer  in  August  1981,  I  wasn't  about 
to  ask  about  business  matters,  even  if  the  pension  had  been  on  my 
mind.  To  tell  you  the  truth,  I  hadn't  thought  about  the  pension.  All 
I  wanted  was  for  Will  to  get  better.  He  had  once  told  me  I  would 
get  a  pension  check  along  with  his,  and  I  had  no  reason  to  question 
that.  He  had  always  made  sure  that  the  girls  and  I  would  be  taken 
care  of. 

When  he  got  sick,  I  nursed  him  for  a  whole  month,  until  his 
death.  Right  after  the  funeral,  when  I  was  straightening  out  his 
papers,  I  found  out  the  shocking  news  that  he  signed  away  my 
right  to  get  a  pension.  Neither  I  nor  my  three  girls  could  believe  it. 
We  thought  something  must  have  gone  wrong. 

I  kept  thinking  about  why  he  did  it,  but  it  didn't  make  sense  to 
me.  All  I  can  figure  is  that  since  he  had  always  been  healthy — 
until  those  months  when  he  got  cancer — he  may  have  just  decided 
to  take  the  gamble  that  he  would  live  as  long  as  I  would.  Or  maybe 
he  just  didn't  understand  what  he  was  signing  and  his  pride  kept 
him  from  asking  somebody  to  explain  it  to  him. 

It  seems  to  me  that  when  you  get  married,  you  are  like  one.  You 
don't  separate.  I  feel  the  pension  is  due  the  wife  after  the  husband 
dies.  All  that  money  earned  by  the  worker  just  disappears.  I  think 
it  is  cruel,  real  cruel. 

I  don't  understand  why  companies  are  allowed  to  get  away  with 
this  kind  of  thing.  I  think  somebody  needs  a  heart.  They  need  to 
see  how  much  pain  is  involved  when  a  woman  is  left  with  almost 
nothing  after  long  years  of  marriage.  They  need  to  see  how  much  it 
hurts. 

You  should  know  that  I  am  not  looking  to  strike  it  rich.  I  just 
know  that  after  30  years  of  working  hard  I  expected  to  get  a  share 
of  the  pension  to  help  me  through  retirement.  I  woke  up  every  day 
of  my  marriage  at  5  o'clock  in  the  morning  to  get  my  husband  off 
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to  work,  get  the  girls  off  to  school,  and  then  to  take  care  of  a  neigh- 
bor's daughter,  who  I  babysat. 

We  lived  in  a  four-room  house,  my  three  daughters  in  one  room, 
and  Will  and  I  in  the  other.  When  the  kids  were  old  enough,  I  went 
to  work  as  a  domestic,  a  job  I  have  been  doing  for  almost  30  years. 

I  know  that  Will  would  have  wanted  me  to  have  some  of  his  pen- 
sion after  I  spent  so  many  years  taking  care  of  him,  like  the  time 
when  he  threw  out  his  back,  or  cut  a  joint  off  his  thumb,  or  had  to 
get  up  at  1  o'clock  in  the  morning  to  walk  across  the  railroad 
tracks  to  get  to  work.  I  was  always  there  when  he  needed  me. 

Now,  more  than  anything  else,  I  want  to  help  other  women.  I 
talked  to  a  foreman  at  the  mill,  Henry  Oles.  He  was  like  an  adopt- 
ed son  to  my  husband.  I  said,  "Henry,  you  go  out  and  tell  as  many 
people  as  you  can  about  what  happened."  I  told  him  to  tell  the 
men,  because  it  is  the  men  who  need  to  know  not  to  do  what  my 
husband  Will  did. 

After  Will  died  a  lot  of  people  said,  "I  bet  Ruth  Godbold  is  sitting 
pretty  now."  Little  did  they  know  what  happened.  Little  do  they 
know  that  I  am  barely  able  to  make  it  from  electric  bill  to  food  bill. 
Little  do  they  know  that  I  go  to  bed  every  night  with  fear  that  I 
won't  be  able  to  find  another  day's  work. 

I  am  58  now,  and  I  have  to  keep  my  strength  up  until  I  am  old 
enough  to  get  social  security,  hardly  enough  to  make  ends  meet. 
Had  anyone  ever  told  me  after  what  I  have  been  through  and  how 
hard  I  worked  that  I  would  still  be  struggling  today,  I  wouldn't 
have  believed  them. 

I  sincerely  believe  that  I  should  have  been  notified  before  Will 
signed  away  my  widow's  benefits.  I  think  if  he  really  knew  what  it 
meant  for  my  future,  he  wouldn't  have  done  it.  I  hope  a  bill  passes 
that  makes  sure  that  no  husband  will  be  allowed  to  sign  away  his 
wife's  pension  without  her  consent. 

Thank  you  so  much  for  letting  me  tell  my  story.  If  what  I  have 
said  today  can  make  a  difference  and  help  other  women,  then  I 
know  my  long  trip  from  Franklin,  Va.,  was  worthwhile. 

Mr.  Clay.  'Thank  you. 

Mrs.  Yager? 

STATEMENT  OF  ELISABETH  YAGER,  TOWSON,  MD. 

Mrs.  Yager.  Mr.  Chairman,  members  of  the  committee,  my  testi- 
mony sounds  very  similar  to  this  one  you  just  heard.  After  22  years 
of  working  for  a  large  advertising  company,  my  husband  died  after 
a  long  illness.  Only  after  his  death  did  I  find  out  that  he  had  opted 
for  what  the  company  called  "normal  retirement." 

They  provided  on  this  form  a  little  box  where  you  checked  the 
different  options.  The  first  one  was  normal  retirement,  a  little  box 
saying  that  you  wanted  higher  benefits  during  your  own  lifetime. 
So  my  husband  checked  this  box  and  by  that  more  or  less  signed 
away  my  financial  security  for  the  future. 

Mr.  Clay.  Thank  you. 

Mrs.  Goode,  what  are  you  doing  to  support  yourself  now?  How  do 
you  pay  the  bills? 

Mrs.  Goode.  I  have  some  income  from  a  job.  I  am  working.  I  am 
receiving  a  share  of  the  pension  as  support.  This  was  specified  to 
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come  to  me  until  such  time  as  Bethlehem  Steel  sends  it  to  me  di- 
rectly. If  Bethlehem  Steel  wins  and  never  sends  it  to  me  directly,  I 
am  not  sure  at  this  point  what  happens  to  it  as  support.  That  was 
the  way  it  was  written  up  in  the  agreement. 

Mr.  Clay.  Mrs.  Burgess,  how  much  would  you  be  collecting  if  you 
had  gotten  your  husband's  pension? 

Mrs.  Burgess.  He  was  entitled  to  $290.77  per  month,  and  I  would 
probably  get  half  of  that  each  month. 

Mr.  Clay.  Have  you  saved  anything  for  retirement? 

Mrs.  Burgess.  I  have  nothing. 

Mr.  Clay.  You  have  nothing? 

Mrs.  Burgess.  No. 

Mr.  Clay.  Mrs.  Godbold,  do  you  think  your  husband  actually 
knew  he  was  signing  away  your  pension  rights? 

Mrs.  Godbold.  I  don't  think  he  really  understood  because  he 
talked  about  it  a  few  times,  and  the  way  I  understood  him,  I  don't 
think  he  really  understood  everjrthing  that  was  coming  to  him. 
That  is  why  I  think  he  signed  it.  I  think  if  he  really  understood 
more,  he  wouldn't  have  signed  it  away. 

Mr.  Clay.  And  if  he  had  been  required  to  bring  it  home  and  dis- 
cuss it  with  you  and  get  your  signature 

Mrs.  Godbold.  That  is  right.  That  is  what  I  think. 

Mr.  Clay.  Mr.  Kildee? 

Mr.  Kildee.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  testimony  this  morning.  I  think  it  points  out  a 
very,  very  serious  problem. 

My  wife  and  I  have  been  married  for  19  years.  For  the  last  16  of 
those,  she  has  not  worked  outside  our  home,  except  as  a  volunteer. 
I  have  always  firmly  believed  that  half  of  what  I  make,  therefore, 
is  morally  and  legally  hers  and  I  feel  the  law  should  try  to  reflect 
that. 

I  agree  with  the  point  that  our  witnesses  are  making  here  this 
morning.  I  am  very  familiar  with  General  Motors  pension,  since  I 
come  from  Flint,  Mich.,  where  General  Motors  is  the  main  employ- 
er. They  do  have  spouse  survivor  benefits  for  GM  employees. 

I  do  know  that  even  with  counseling  very  often  bad  decisions 
about  the  payment  of  benefits  are  made  at  the  time  of  retirement. 
This  may  be  because  the  husband  will  gamble  a  bit  and  figure  that 
he  will  live  as  long  or  longer  than  his  wife  or  it  may  be  due  to  a 
lack  of  understanding.  Sometimes,  I  hope  in  the  minority  of  cases, 
a  decision  to  exclude  a  spouse  may  even  be  malicious. 

I  have  been  told  by  United  Auto  Workers  retirement  counselors, 
for  example,  of  cases  where  a  husband  and  wife  will  sit  down  to 
talk  with  the  counselor  and  agree  that  they  want  survivor  benefits 
when  perhaps  an  hour  or  a  day  later  the  husband  will  come  back 
and  change  to  no  survivor  benefit. 

I  think  those  cases  are  in  the  minority,  but  they  illustrate  the 
need  to  legislate  some  protection  for  the  partner  in  a  marriage. 

I  think  it  is  morally  right  that  the  Congress  do  so.  I  would  look 
forward  to  working  with  you,  Mr.  Chairman,  and  with  those  who 
are  concerned  about  some  legal  remedy  for  this  problem,  to  try  to 
effectuate  that. 
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I  really  appreciate  very  much  your  testimony,  which  I  am  sure  is 
not  easy  to  give  but  is  very,  very  helpful  to  us.  Thank  you  very 
much. 

Mr.  Clay.  Thank  you. 

Mrs.  Roukema? 

Mrs.  Roukema.  I  would  like  to  thank  each  of  the  women  here 
today  for  their  testimony  and  for  being  willing  to  share  with  us 
your  particular  personal  and,  in  some  cases,  tragic  situations. 

I  think  you  have  put  in  real  life  and  blood  terms  some  of  the  sta- 
tistics that  have  been  quoted  here  today  and  the  legal  technicali- 
ties that  we  have  had  under  discussion.  You  have  made  graphically 
clear  what  the  problem  is  for  remedial  legislation. 

I  think  it  should  be  pointed  out  for  all  concerned,  in  case  there  is 
any  remaining  outstanding  unresolved  question  or  cynicism  among 
the  group  here  today,  I  would  like  to  emphasize  that  these  women 
are  not  exceptions.  They  are  more  typically  the  rule,  for  whatever 
reasons,  as  outlined  by  my  colleague,  Mr.  Kildee. 

There  are  lots  of  circumstances  that  bring  us  to  the  situation  or 
bring  these  women  to  the  situation,  whether  it  is  an  untimely 
death  or  whether  it  is  ignorance  or  whether  it  is  a  gamble  on  the 
future.  Whatever  it  is,  the  fact  is  that  most  women  find  themselves 
in  this  situation. 

Therefore,  Mr.  Chairman,  I  think  this  would  reinforce  our  own 
commitment  to  an  early  resolution  to  the  legislative  problem,  one 
that  you  and  I  share  and  we  have  heard  today  that  the  administra- 
tion shares.  I  would  hope  that  we  would  be  able  to  resolve  them 
with  equity  for  all  participants. 

Mr.  Clay.  Thank  you. 

Mr.  Chandler? 

Mr.  Chandler.  Thank  you,  Mr.  Chairman. 

I  would  really  like  to  echo  the  statement  of  Mr.  Kildee.  Our  situ- 
ation is  very  nearly  the  same,  20  years  of  marriage,  two  children, 
and  a  wife  who  I  have  to  think  works  harder  than  I  do  with  her 
role,  even  though  her  role  isn't  compensated  in  a  monetary  way. 
We  feel  just  the  same,  that  it  is  our  property,  the  two  of  ours,  and 
that  we  share  it  equally. 

As  I  read  this  bill,  it  is  my  understanding  that  still  within  the 
law  you  would  have  the  option  as  a  couple,  now — you  couldn't  have 
the  situations  that  you  women  faced,  where  the  husband  made  the 
decision  unilaterally — that  you  still  could  make  the  decision  to 
gamble,  if  you  will. 

I  would  be  interested,  if  when  you  were  30  or  35  and  that  deci- 
sion were  made,  do  you  think  you  would  have  changed  or  tried  to 
change  your  husband's  mind?  Do  you  think  you  would  have  been 
any  more  likely  to  say,  "Now  wait  a  minute,  what  if  something 
happens?"  Any  of  you  can  answer  that. 

Mrs.  Yager.  In  face  of  the  statistics  that  women  live  longer  than 
men,  it  is  hardly  possible  that  anyone  ignores  the  fact  that  women 
more  likely  have  to  live  on  their  own  for  at  least  some  time  in 
their  later  years. 

Mr.  Chandler.  But  would  you  have  made  that  decision?  Do  you 
think  you  would  have  said,  "No,  wait  a  minute.  Let's  think  that 
through?" 
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Mrs.  Yager.  Yes,  absolutely  you  would  have  to  come  to  this  con- 
clusion. 

Mr.  Chandler.  Mrs.  Godbold? 

Mrs.  Godbold.  Well,  I  remember  saying  that  a  long  time  ago. 

Mr.  Chandler.  At  the  time  you  were  concerned,  you  felt  there 
was  the  possibility  that  your  husband  might  precede  you  in  death, 
even  before  his  working  years  were  completed,  and  you  feel  that 
you  would  have  withheld  your  approval  of  that  decision? 

Mrs.  Godbold.  Yes,  sir,  I  would  have.  I  was  hoping  that  he 
would — I  would  always  tell  him  to  think  about  the  future.  I  always 
wanted  him  to  think  ahead.  Don't  put  off  today  for  tomorrow.  That 
is  the  way  I  wanted  to  go. 

Mrs.  Burgess.  He  made  that  decision  all  through  life.  My  hus- 
band was  also  drafted  from  his  job  into  the  service,  so  that  was  the 
same  thing.  He  was  always  responsible,  that  it  was  there  for  me. 

Mr.  Chandler.  So  you  feel  that  if  he  had  come  home  and  said,  "I 
need  your  signature  on  this.  We  will  get  a  higher  pension  benefit  if 
we  decide  that  there  won't  be  any  survivor  benefit  for  you  if  I  die. 
We  are  going  to  take  a  little  risk  here,"  you  feel  that  you  would 
have  said  oh,  no. 

Mrs.  Burgess.  I  would  have  said  no. 

Mr.  Clay.  Would  the  gentleman  yield? 

Mr.  Chandler.  Yes,  of  course. 

Mr.  Clay.  I  don't  believe  her  case  had  anything  to  do  with  sign- 
ing of  that  paper.  He  died  before  the  plan  said  he  was  eligible  for 
retirement.  That  was  in  her  case. 

Mrs.  Burgess.  I  mean,  it  had  happened  through  my  lifetime. 
When  he  was  drafted,  there  was  the  same  thing  with  the  Army, 
with  the  insurance  and  so  forth,  if  anything  would  happen  to  him. 

Mr.  Clay.  But  she  is  speaking  of  another  inequity  in  the  law, 
that  he  had  paid  in  all  of  these  years  and  she  got  absolutely  noth- 
ing back. 

Mrs.  Burgess.  They  were  also  very  reluctant  to  give  me  the 
$22,000.  They  wanted  to  invest  it. 

Mr.  Clay.  The  insurance? 

Mrs.  Burgess.  Yes.  It  took  me  2  months  to  get  the  insurance.  I 
had  gotten  a  lawyer,  and  they  had  to  pay  me  interest  on  the  money 
that  they  held  back. 

Mr.  Clay.  You  had  requested  the  benefits  from  the  insurance 
policy  and  they  told  you  you  couldn't  have  them? 

Mrs.  Burgess.  They  didn't  say  I  couldn't  have  them,  that  they 
would  like  to  keep  them  and  invest  them  for  me.  This  was  the 
union.  This  was  not  the  company.  I  had  to  go  through  the  union.  It 
took  2  months  to  get  that  $22,000.  As  it  turned  out,  they  had  to  pay 
me  several  hundred  dollars  interest  for  holding  that  back. 

Mr.  Clay.  I  am  sorry,  Mr.  Chandler.  It  is  your  time. 

Mr.  Chandler.  I  am  finished,  thank  you. 

Mrs.  Burgess.  I  shouldn't  have  had  to  wait  for  that. 

Mr.  Clay.  You  should  not  have,  no. 

Mrs.  Burgess.  I  mean,  it  is  just  constant.  Even  social  security, 
when  I  was  eligible  for  that.  The  youngest  child  has  now  become 
18.  But  even  when  I  went  for  social  security,  I  didn't  get  it  for  3 
months. 

Mr.  Clay.  But  they  made  it  up? 
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Mrs.  Burgess.  They  made  it  up,  but  it  was  effective  6  weeks  after 
my  husband's  death. 

Mr.  Clay.  I  think,  as  Mrs.  Roukema  said,  you  have  demonstrated 
for  us  the  actual  circumstances,  the  inequities  in  the  law,  and  the 
kinds  of  lack  of  protections  in  the  law  for  people  like  you.  We  are 
going  to  do  all  within  our  power  to  try  to  correct  this.  We  probably 
can't  do  much  for  you,  but  we  certainly  can  do  something  for 
people  who  come  after  you. 

We  thank  you  for  your  testimony. 

Mrs.  GooDE.  I  would  just  like  to  add  that  I  would  never  have 
agreed  to  that  kind  of  an  option.  As  a  matter  of  fact,  at  Bethlehem 
Steel  the  wife  did  not  have  any  choice  until  a  few  years  ago.  The 
husband  could  sign  at  his  own  discretion  to  have  this  additional 
amount  during  his  lifetime  with  no  benefits  for  the  wife.  That  was 
changed  a  few  years  ago.  I  don't  know  if  this  applied  to  all  employ- 
ees, but  it  applied  to  the  salary  exempted  for  employees. 

Mrs.  Roukema.  Mr.  Chairman,  I  think  the  change  was  the  result 
of  ERISA.  Although  I  was  not  here  at  the  time,  it  is  my  under- 
standing that  this  was  not  considered  as  an  inequity  at  the  time, 
but  in  the  light  of  recent  events  and  increasing  numbers  of  prob- 
lems, it  becomes  apparent  that  there  is  a  need  for  an  informed 
choice  here  on  the  part  of  the  woman,  as  well  as  the  man. 

I  don't  think  anyone  purposely  set  out  to  create  this  inequity.  It 
was  a  consequence  of  traditional  patterns  of  viewing  pension  plans 
at  that  time,  which  we  now  find  in  our  untraditional  and  changing 
world  are  no  longer  satisfactory. 

Mr.  Clay.  Thank  you. 

Thank  you  for  your  testimony. 

The  next  witnesses  will  be  a  panel  consisting  of  Shir- 
ley Sandage,  Mary  Gray,  Irma  Brosseau,  Anne  Moss,  and  James 
Hacking.  In  place  of  Mr.  Hacking  we  have  Steven  Zaleznick,  legis- 
lative representative,  American  Association  of  Retired  Persons. 

Welcome  to  the  subcommittee.  Without  objection,  all  of  your 
statements  will  be  included  in  the  record  in  their  entirety.  You 
may  testify  as  you  desire. 

Ms.  Sandage? 

STATEMENT  OF  SHIRLEY  SANDAGE,  EXECUTIVE  DIRECTOR, 

OLDER  WOMEN'S  LEAGUE 

Ms.  Sandage.  Mr.  Chairman,  members  of  the  subcommittee, 
good  morning.  I  am  Shirley  Sandage,  executive  director  of  the 
Older  Women's  League,  a  national  membership  organization  of  and 
for  older  women.  We  appreciate  the  opportunity  to  participate  in 
this  hearing  on  women's  pension  equity  and  on  Representative  Fer- 
raro's  bill,  H.R.  2100. 

The  most  critical  issue  facing  older  women  is  retirement  income. 
That  income  provides  access  to  food,  shelter,  health  care,  transpor- 
tation, and  other  essential  needs.  You  are  probably  aware  that 
older  women  are  disproportionately  poor,  with  median  incomes  just 
$400  above  the  official  poverty  level. 

I  believe  that  it  is  very  important  to  keep  some  basic  economic 
facts  about  aging  at  the  forefront  of  the  discussion  about  pensions 
and  pension  reform  because  it  is  a  basic  bread  and  butter  issue  for 
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women.  I  would  like  to  spend  a  few  minutes  this  morning  outlining 
the  ways  in  which  women  in  the  United  States  experience  aging 
differently  from  men. 

There  are  more  older  women  than  men  because  women  live 
longer.  On  the  whole,  women  are  much  poorer  and  they  are  single 
rather  than  married,  often  living  alone.  Women  constitute  60  per- 
cent of  those  over  age  65  but  73  percent  of  the  elderly  poor.  As  you 
noted  in  your  opening  statement,  Mr.  Chairman,  the  median 
annual  income  from  all  sources  in  1981  for  older  women  was  $4,757 
and  $8,173  for  men  over  age  65. 

You  might  think  that  the  average  older  woman  is  in  a  couple 
with  an  income  of  about  $13,000,  but  that  is  not  the  case.  Due  to 
differences  in  marital  status  between  men  and  women,  three- 
fourths  of  all  older  men  are  married  and  living  with  their  spouses, 
but  only  a  little  more  than  a  third  of  the  women  are  in  similar  cir- 
cumstances. These  differences  are  even  more  dramatic  for  those 
over  age  75,  when  70  percent  of  men  are  still  married  but  just  22 
percent  of  women  are  married. 

What  this  adds  up  to  is  that  in  old  age  women  are  likely  to  end 
up  alone,  near  or  in  poverty,  yet  they  must  stretch  lower  in- 
comes over  a  longer  lifetime  than  men.  No  wonder  retirement 
income  is  such  an  important  issue  for  women. 

We  know  that  in  theory  income  security  for  the  elderly  is  a 
three-legged  stool:  Social  security,  savings  and  other  assets,  and 
pensions.  But  for  women  the  pension  leg  is  sawed  off.  Frequently, 
one  leg  is  even  used  to  knock  off  another,  as  in  the  cases  of  pension 
plan  integration  and  public  pension  offset. 

When  a  woman  reaches  retirement  age,  her  income  will  most 
likely  not  include  a  pension.  Fewer  than  one  older  woman  in  five 
receives  a  pension  from  any  source,  whether  as  a  paid  worker  or  as 
a  dependent  spouse.  I  submit,  Mr.  Chairman,  that  most  of  these 
anonymous  victims  that  were  talked  about  earlier  this  morning  are 
women. 

For  the  lucky  few  women  who  do  receive  pensions,  the  size  of  the 
check  is  less  than  those  of  men.  In  1981,  women's  pension  benefits 
averaged  under  $2,500,  while  those  of  men  were  just  over  $4,000. 

One  might  expect  to  find  that  women  are  the  majority  of  pen- 
sioners, since  they  are  the  majority  of  the  retired  population.  We 
could  cite  a  long  list  of  reasons  why  this  isn't  the  case.  They  would 
include  the  differing  career  patterns  of  men  and  women,  occupa- 
tional segregation  and  employment  discrimination,  pay  inequities, 
and  ultimately  the  devaluing  of  women's  work  in  our  society, 
whether  the  work  is  done  inside  or  outside  the  home. 

All  of  these  inequities,  with  their  assumptions  and  self-fulfilling 
prophesies,  are  deeply  embedded  in  our  social  institutions,  and  that 
includes  pension  systems. 

Pension  plans  were  consciously  designed  to  reward  the  highly 
paid,  long-term  worker  with  little  job  mobility.  Women's  employ- 
ment experience  deviates  from  this  profile,  so  they  become  pension 
losers,  subsidizing  the  lucky  winners. 

As  employed  women,  homemakers,  surviving  or  divorced  spouses, 
women  face  pension-reducing  factors  throughout  their  lives.  There 
are  already  many  people  who  believe  that  the  current  generation 
of  elderly  women  is  the  last  to  face  poverty  in  old  age  because  of 
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increased  labor  force  participation  of  younger  women.  We  hope 
that  might  be  the  case,  but  look  at  the  obstacles  faced  by  both  em- 
ployed women  and  dependent  spouses  in  trying  to  get  a  pension 
tells  a  completely  different  story. 

Women  in  the  labor  force  face  numerous  obstacles.  Private  pen- 
sion plans  are  not  mandatory.  Even  among  women  v/orking  in  cov- 
ered employment,  few  will  ever  qualify  for  a  pension  because  of 
ERISA  standards  that  disadvantage  them  at  every  turn. 

Should  the  woman  get  past  exclusions,  vesting  requirements  and 
break-in-service  rules,  she  may  be  integrated  out  of  a  small  private 
pension  by  social  security.  Finally,  even  if  she  does  receive  a  pen- 
sion, it  may  well  be  smaller  than  that  of  a  similarly  situated  man 
because  sex-based  actuarial  tables  were  used  to  determine  her 
benefits. 

Dependent  spouses,  too,  face  many  difficult  problems.  The  widow 
will  most  likely  receive  no  pension  benefit  after  her  husband's 
death.  Mandatory  survivor  benefits  are  rare.  There  are  several 
pension  provisions  that  are  particularly  cruel  for  older  women  as 
survivors,  which  we  have  heard  about  this  morning:  the  opting  out 
and  the  disallowing  of  early  election  practices  under  ERISA. 

Before  ERISA  some  pensions  offered  a  joint  and  survivors  annu- 
ity to  anyone  who  wanted  it.  ERISA  reversed  this  by  requiring  that 
plans  provide  married  retirees  with  a  joint  and  survivors  annuity, 
but  allowing  those  preferred  to  opt  out. 

However,  there  is  no  requirement  of  consent  by  the  opted  out 
spouse  or  even  her  notification.  Too  many  widows  learn  only  after 
their  husband's  death  that  they  will  have  no  pension  for  the  rest  of 
their  lives. 

The  Older  Women's  League  believes  that  every  pension  plan 
should  be  required  to  have  an  annuity  option  as  the  normal  form 
of  benefit,  to  assure  that  joint  and  survivor  benefits  will  be  pro- 
vided under  every  plan  in  the  country. 

Requiring  the  written  consent  of  the  dependent  before  the  survi- 
vors benefit  is  waived  should  be  an  important  first  step,  but  it  does 
not  go  far  enough.  Poorly  informed  consent,  coercion,  or  misjudg- 
ment  may  lead  many  dependents  to  sign  away  their  rights. 

We  believe  ultimately  mandatory  survivors  benefits  should  be  a 
part  of  every  plan.  It  is  equally  essential  to  correct  the  forfeiture 
ERISA  now  permits,  in  which  fully  vested  employees  who  die 
before  their  plan's  early  retirement  age  leave  no  survivors  benefits. 

The  related  disallowing  of  an  early  election  of  survivor  benefits  if 
the  worker  dies  of  natural  causes  within  2  years  of  making  the 
election  must  also  be  changed.  The  practice  creates  a  dangerous 
period  of  risk  for  middle-aged  women  which  few  couples  know 
about  and  most  fail  to  provide  alternative  plans.  The  average  age 
of  widowhood  in  this  country  is  56. 

We  strongly  support  H.R.  2100,  which  will  go  a  long  way  toward 
alleviating  many  of  the  problems  women  have  in  getting  private 
pensions.  Very  important  to  us  are  provisions  dealing  with  the  dif- 
ficulties I  have  just  summarized. 

In  particular,  the  bill  would  require  the  written  consent  of  the 
spouse  before  the  joint  and  survivor  annuity  can  be  waived  by  the 
worker.  It  would  assure  that  survivors  benefits  are  paid  to  the 
spouse  of  any  vested  plan  participant  who  dies  before  the  age  of  re- 
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tirement,  and  it  would  repeal  the  provisions  excluding  early  elec- 
tion of  survivors  benefits. 

We  hope  H.R.  2100  will  be  promptly  enacted  and  hope  you  will 
give  it  your  full  support. 

Thank  you,  Mr.  Chairman,  for  holding  this  hearing  and  allowing 
us  to  testify. 

Mr.  Clay.  Thank  you. 

[Prepared  statement  of  Shirley  Sandage  follows:] 

Prepared  Statement  of  Shirley  Sandage,  Executive  Director,  the  Older 

Women's  League 

Mr.  Chairman,  members  of  the  Subcommittee.  Good  morning.  I  am  Shirley  San- 
dage, Executive  Director  of  the  Older  Women's  League,  a  national  membership  or- 
ganization devoted  exclusively  to  the  concerns  of  midlife  and  older  women.  Founded 
three  years  ago  at  the  White  House  Mini-Conference  on  Older  Women,  OWL  has 
chartered  chapters  in  more  than  half  the  states,  and  our  7,000  members  work  for 
changes  in  public  policy  to  eliminate  the  inequities  older  women  face. 

Retirement  income  is  by  far  the  issue  of  greatest  concern  to  older  women.  It  is  no 
surprise  that  pension  equity  is  one  of  the  key  items  on  the  national  agenda  of  the 
Older  Women's  League.  For  this  reason,  we  are  especially  pleased  to  have  the  oppor- 
tunity to  give  you  our  perspective  on  the  pension  problems  women  face,  and  on  the 
solutions  provided  by  the  Private  Pension  Reform  Act  of  1983,  H.R.  2100,  introduced 
by  Rep.  Geraldine  Ferraro  (D-N.Y.). 

economic  status  of  older  women 

We  believe  that  the  issue  of  pension  equity  should  be  considered  in  the  context  of 
older  women's  economic  status.  Older  women  experience  aging  differently  than  men 
in  the  United  States.  On  the  whole,  they  are  much  poorer,  live  longer,  and  due  to 
differences  in  marital  status,  tend  to  live  alone. 

From  middle-age  on,  income  decreases  with  advancing  age,  regardless  of  sex  or 
race.  At  any  adult  age,  however,  there  are  dramatic  differences  between  the  in- 
comes of  men  and  women.  Such  differences  carry  into  and  have  very  adverse  effects 
in  old  age.  When  data  on  income  and  poverty  is  shown  by  race  and  sex,  the  special 
vulnerability  of  older  minority  women  is  particularly  evident.  Further,  older  women 
are  disproportionately  poor,  making  up  60  percent  of  those  over  age  65,  but  consti- 
tuting '73  percent  of  the  elderly  poor. 

The  median  annual  income  of  women  over  65  in  1981  was  $4,757,  or  just  $400 
above  the  official  poverty  level,  and  $3,400  below  the  median  annual  income  for 
men.  These  income  figures  are  less  shocking  if  you  assume  that  the  "median  man" 
and  "median  women"  are  married,  and  living  on  a  combined  income  of  nearly 
$13,000.  For  most  women,  that  is  not  the  case.  When  marital  status  is  examined, 
there  are  profound  differences  in  the  proportions  of  older  men  and  women  who  are 
widowed  or  married.  While  75  percent  of  all  older  men  are  married  and  living  with 
their  spouses,  only  a  little  more  than  a  third  of  older  women  are  in  similar  circum- 
stances. In  1981,  about  7.5  million  elderly  lived  alone,  of  whom  6  million  (80  percent) 
were  women. 

In  theory,  the  economic  security  of  older  persons  rests  on  the  three-legged  stool  of 
Social  Security,  pensions,  and  savings.  For  most  older  women,  balance  is  precarious 
because  at  least  one  leg,  pensions,  has  been  sawed  off  When  a  women  reaches  re- 
tirement age,  her  income  will  most  likely  not  include  a  pension.  This  is  true  both 
for  dependent  spouses  and  for  former  participants  in  the  paid  labor  force.  The  Pen- 
sion Rights  Center  has  documented  that  less  than  1 1  percent  of  women  over  65  re- 
ceived private  pensions  and  annuities  in  1981,  compared  to  nearly  28  percent  of  men 
over  65.  The  amount  of  these  benefits  was  substantially  lower  for  women  (men — 
$4,152;  women — $2,427).  Available  data  indicates  that  fewer  than  one  older  woman 
in  five  receives  a  pension  from  any  source,  public  or  private,  whether  as  a  depend- 
ent spouse  or  as  a  retired  paid  worker. 

PENSION  inequities  FOR  WOMEN 

With  one-third  more  retirement  years  to  live  than  men,  women  are  a  majority  of 
the  retired  population  and  should  also  be  the  majority  of  pensioners.  That  this  is 
not  the  case  is  significantly  due  to  inadequacies  in  pension  laws  and  regulations. 
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Pension  plans  reward  the  long-term,  steady  worker  who  has  low  mobility  and 
high  earnings.  To  the  extent  that  a  worker's  employment  pattern  deviates  from 
this,  the  worker  becomes  a  "loser"  in  the  "pension  game".  Since  pension  plans  are 
based  on  insurance  principles,  the  cost  of  the  plan  decreases  as  the  number  of  for- 
feitures increase.  Thus  to  the  extent  that  women  and  lower  paid  men  are  set  up  to 
be  the  losers  under  various  programs,  they  are  directly  and  deliberately  being  made 
to  subsidize  the  "winners",  and  there  is  nothing  inadvertent  or  innocent  about  it. 

The  impact  of  pension  discrimination  follows  the  woman  in  her  various  life  roles. 
The  very  person  most  expected  to  require  income  in  old  age  because  of  longevity)  is 
handed  a  pension  obstacle  course  of  ominous  dimensions.  Pension  reducing  factors 
lurk  in  almost  every  choice  a  woman  can  make— from  homemaker  to  highly  paid 
worker,  from  lifetime  marriage  to  divorce. 

A.  Employed  women 

Older  women  have  a  great  interest  in  the  inequitable  provisions  of  pension  plans, 
which  serve  to  reduce  their  retirement  income.  When  Congress  passed  major  legisla- 
tion regulating  pension  plans  in  1974,  it  chose  not  to  make  private  pension  plans 
mandatory.  Service  industries  and  small  employers  are  the  least  likely  to  have 
plans.  Because  occupational  segregation  and  job  discrimination  force  women  work- 
ers into  these  very  areas,  fewer  than  half  as  many  women  as  men  working  in  the 
private  sector  are  working  in  covered  employment. 

Even  among  those  women  working  in  covered  employment,  few  will  ever  qualify 
for  a  pension  check.  This  is  because  of  several  provisions  common  to  most  plans, 
both  public  and  private,  that  weigh  against  work  patterns  typical  of  women.  The 
Employee  Retirement  Income  Security  Act  (ERISA)  was  a  much  needed  reform,  en- 
acted to  establish  minimum  standards  for  private  pension  plans.  Unfortunately, 
women  are  disproportionately  disadvantaged  by  almost  every  qualification.  This  is 
because  ERISA  did  little  more  than  codify  minimal  standards  that  plans  must  meet, 
based  on  traditional  pension  "values".  In  the  United  States,  these  values  reward  the 
long-term,  well-paid  worker,  and  are  reflected  in  pension  plans  as  follows. 

Age  exclusion.— ERISA  permits  employers  to  exclude  from  coverage  persons  under 
25  years  of  age  and,  under  most  plans,  persons  hired  within  five  years  of  the  normal 
retirement  age  set  by  the  plan.  These  age  exclusions  work  to  disqualify  large  num- 
bers of  women  from  participation,  because  women  age  20-24  represent  the  highest 
proportion  of  women  in  the  workplace.  After  age  25,  women's  participation  in  the 
paid  labor  force  drops  off  as  they  leave  to  assume  family  responsibilities.  Similarly, 
an  older  woman  entering  the  workplace  late  in  life  because  of  the  death  or  divorce 
of  her  spouse  is  also  excluded  from  participation  in  the  pension  plan.  Thus  the  age 
exclusions  at  both  ends  of  her  work  life  penalize  a  woman  for  her  middle  years  of 
family  commitment,  a  disqualification  that  falls  on  very  few  men. 

Ves^in^.— Since  most  plans  under  ERISA  require  ten  years  of  employment  before 
vesting  occurs,  women  often  forfeit  the  pension  rights  they  have  accrued.  ERISA's 
tolerance  of  the  ten-year  period  eliminates  from  private  pension  eligibility  most  of 
the  women  workers  who  choose  to  leave  the  workforce  to  raise  families.  (In  1979, 
men  averaged  4.5  years  at  one  job,  and  women  2.8  years).  If  workers  could  take  pen- 
sion credits  with  them  when  they  changed  jobs,  mobile  women  workers  would  bene- 
fit greatly.  But  the  logistics  of  accomplishing  this  in  the  private  sector  is  enormous. 
Still,  portability  of  pensions  is  a  critical  need. 

Part-time  exclusion.— M-any  women  do  manage  to  be  long-term  employees  by 
working  part-time  while  caring  for  their  families.  This  predominantly  female  em- 
ployment pattern  also  fails  to  qualify  under  most  private  plans.  ERISA  permits  em- 
ployers to  exclude  persons  who  work  less  than  1,000  hours  per  year.  The  effect  of 
this  is  to  remove  yet  another  large  group  of  employed  women  from  the  "pension 
game." 

Break-in  service.— Although  ten  years  may  be  required  for  vesting,  the  plan  must 
give  former  workers  who  return  to  the  job  the  opportunity  to  vest.  But  if  the 
"break-in-service"  equals  or  exceeds  the  last  period  of  employment,  the  worker  for- 
feits all  prior  credits  toward  vesting.  A  woman  who  leaves  her  job  to  have  children, 
and  then  returns  to  her  old  job  may  have  to  start  her  vesting  period  anew.  So  an- 
other method  of  combining  work  and  family  has  the  effect  of  removing  women  from 
the  pool  of  future  pension  beneficiaries. 

Backloading.— The  practice  known  as  backloading  allows  a  plan  to  increase  re- 
tirement credit  in  later  years  of  employment.  This  rewards  the  worker  who  spends  a 
long  working  life  in  one  place.  It  condemns  the  worker  not  conforming  to  that  em- 
ployment pattern  to  a  lower  retirement  check.  Once  again,  the  rewarded  work  pat- 
tern is  mostly  that  of  males. 
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Pension  fund  insurance.— It  is  clear  that  women  devoting  part-time  to  the  care  of 
family  members  will  likely  be  eliminated  from  the  pool  of  pension  beneficiaries.  But 
for  many  women  who  do  conform  to  the  male  work-pattern,  there  is  yet  another 
pension  obstacle.  The  worker  in  the  small  professional  office  is  not  protected  under 
the  pension  fund  insurance  program  administered  by  the  Pension  Benefit  Guaran- 
tee Corporation.  The  nurse,  legal  secretary,  dental  assistant,  or  bookkeeper  may 
achieve  vested  status,  yet  find  that  their  fund  failed  at  the  end.  They  will  be  unin- 
sured and  out  of  luck. 

Beyond  ERISA  standards,  women  face  other  pension-reducing  measures,  including 
pension  integration  and  offset,  and  the  use  of  sex-based  actuarial  tables.  The  inte- 
gration of  private  pensions  with  Social  Security  retirement  benefits  is  especially  vi- 
cious to  lower  paid  workers,  who  are  disproportionately  female.  Pension  plans  may 
define  their  pension  benefit  as  55  percent  of  the  worker's  last  wage,  when  combined 
with  Social  Security.  Lower  paid  workers  often  find  that  their  Social  Security  check 
is  55  percent  of  their  last  wage.  The  result  is  a  pension  check  of  zero.  Thus,  any 
worker  earning  less  than  the  Social  Security  wage  base  may  end  up  with  no  pension 
check.  It  is  estimated  that  over  60  percent  of  all  private  plans  are  integrated,  with 
about  one-fourth  of  workers  under  a  plan  now  "integrated  out"  of  a  benefit.  Those 
persons  integrated  out  are  disproportionately  female,  and  usually  believe  until  the 
day  they  retire  that  they  will  have  a  pension  plus  Social  Security. 

In  "off-set",  it  is  Social  Security  benefits  which  are  reduced.  Recipients  of  a  public 
pension  have  had  to  reduce,  dollar  for  dollar,  any  benefit  received  as  a  dependent 
under  Social  Security.  (The  amount  of  the  offset  is  two-thirds  of  the  pension,  for 
those  eligible  for  a  pension  after  June  1983).  Because  most  people  entitled  to  Social 
Security  dependent  benefits  are  women,  public  pension  offset  disproportionately  re- 
duces women's  retirement  income.  Primarily  affected  are  teachers,  government 
clerical  workers,  and  the  rest  of  the  large  body  of  women  working  in  lower  paid  gov- 
ernment jobs. 

These  are  examples  of  sex-neutral  provisions  in  current  pension  law  that  in  prac- 
tice have  a  discriminatory  impact  on  women,  and  result  in  lowered  or  no  pension 
benefits.  They  apply  both  to  men  and  to  women,  but  disproportionately  impact  on 
women  because  of  their  differing  work  patterns,  occupational  segregation,  and  pay 
inequities.  In  contrast,  the  use  of  actuarial  tables  that  yield  women  lower  pension 
benefits  than  men  with  the  same  earnings  history  is  not  sex-neutral.  The  use  of  sex- 
based  actuarial  tables  is  both  discriminatory  and  pervasive,  and  is  justified  by  insur- 
ers on  the  basis  of  women's  greater  longevity.  While  dozens  of  risk  factors  related  to 
longevity  have  been  identified,  in  practice  it  is  gender  that  pension  actuaries  use  as 
the  basis  for  risk  classification.  The  result  is  that  85  percent  of  women  pensioners 
are  penalized  by  reduced  pensions  because  about  15  percent  of  the  women  who 
reach  age  65  live  longer  than  men  reaching  that  age. 

B.  Homemakers 

Homemakers  comprise  the  largest  group  of  workers  in  the  country.  Unlike  some 
other  nations  (for  example,  Canada,  France,  Germany,  England  and  Sweden),  the 
United  States  does  not  consider  homemaking  a  pensionable  activity.  Here,  pensions 
are  based  on  revenue-generating  occupations,  and  homemaking  is  not  recognized  as 
such.  In  discussions  of  how  to  mitigate  the  poverty  of  career  homemakers  in  old  age, 
two  basic  approaches  have  evolved.  The  first  is  tied  to  dependency,  the  prevailing 
pattern  of  the  traditional  homemaker  role.  Under  this  approach,  the  benefits  of  a 
wage  earner  are  increased  in  recognition  of  the  dollar  value  of  the  homemaker's 
effort  to  the  employer.  But  under  this  type  of  solution,  the  homemaker  must  still  be 
married  to  the  wage  earner  upon  his  retirement  in  order  to  benefit. 

The  second  approach  would  abolish  the  concept  of  dependency  and  develop  pen- 
sion plans  that  vest  in  the  homemaker's  own  right.  In  addition  to  the  basic  fairness 
and  dignity  of  this  approach,  in  this  age  of  frequent  divorce,  it  is  expedient  for 
homemakers  to  protect  their  retirement  years  independently  of  their  spouse's  bene- 
fits. Specific  proposals  to  bring  this  about  include  splitting  income  credits  for  Social 
Security  benefits,  establishing  separate  retirement  credits  with  the  employed 
spouse's  employer,  direct  federal  pensions  for  homemakers,  and  Individual  Retire- 
ment Accounts  (IRA's)  for  homemakers.  The  last  proposal  would  be  logistically  the 
easiest  to  implement,  but  nearly  impossible  for  low  and  moderate  income  families  to 
participate. 

Whether  retirement  benefits  should  be  restricted  to  revenue-producing  work  is  a 
major  policy  question.  If  it  is  agreed  that  homemakers  provide  a  service  of  incalcula- 
ble value  to  the  nation,  then  it  is  imperative  that  policymakers  eliminate  the  disin- 
centives to  that  role.  Chief  among  those  disincentives  are  pension  disqualifications 
that  penalize  or  preclude  combining  paid  work  with  home  work,  and  retirement 
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income  concepts  that  utterly  disregard  the  value  of  years  of  working  in  the  home. 
That  work  includes  not  only  bearing  and  rearing  children,  but  also  caring  for  the 
elderly  and  other  dependent  family  members. 

C  Survivors 

The  widow  will  most  likely  receive  no  pension  benefits  after  her  husband's  death. 
Under  either  public  or  private  pension  plans,  mandatory  survivor's  benefits  are 
rare.  Even  if  there  are  survivor  benefits,  they  will  be  reduced  if  the  dependent  is  the 
survivor.  (If  the  worker  survives,  the  joint  check  is  not  reduced  at  all.  Older  women 
wonder  at  the  inequity  of  considering  half  a  joint  pension  adequate  for  a  widow, 
while  a  whole  joint  benefit  is  continued  for  the  widower). 

We  want  to  emphasize  pension  provisions  that  affect  older  women  in  particularly 
cruel  ways.  It  is  ironic  that  the  "opting  out"  provision  is  actually  an  ERISA  reform. 
Before  ERISA,  the  norm  was  for  plans  to  offer  single-life  annuities  to  their  married 
and  single  retirees,  although  some  also  offered  a  joint  and  survivor  annuity  option 
for  those  who  chose  it.  ERISA  reversed  this  by  requiring  that  all  plans  provide  their 
married  retirees  with  a  joint  and  survivor  annuity,  but  allowing  a  single-life  annu- 
ity option  for  those  who  prefer  that  to  the  joint  and  survivor  benefits.  However, 
there  is  no  requirement  for  the  consent  or  even  the  notification  of  the  opted-out 
spouse.  Too  many  widows  learn  only  after  their  husband's  death  that  they  will  have 
no  pension  benefits  for  the  rest  of  their  lives. 

The  Older  Women's  League  believes  that  every  pension  plan,  whether  defined 
benefit  or  defined  contribution,  should  be  required  to  have  an  annuity  option  as  the 
normal  form  of  benefit,  to  assure  that  joint  and  survivor  benefits  will  be  provided 
under  every  plan  in  the  country.  Legislative  reform  requiring  the  written  consent  of 
the  dependent  before  the  benefit  is  waived  is  an  important  first  step,  but  most  go 
farther.  It  can  be  imagined  that  poorly  informed  concent,  or  coercion,  or  misjudge- 
ment, will  lead  many  dependents  to  sign  away  their  rights  to  survivor  benefits. 
Mandatory  survivor  benefits  should  be  part  of  every  plan;  the  joint  life  annuity 
should  yield  as  much  income  as  the  single-life  annuity;  and  the  practice  of  cutting 
the  pension  in  half  only  if  the  dependent  is  the  survivor  should  be  ended. 

It  is  equally  essential  to  correct  the  forfeiture  now  permitted  by  ERISA,  whereby 
fully-vested  employees  dying  before  their  plan's  early  retirement  date  can  leave  no 
survivor's  benefit  to  the  spounse.  This  happens  to  fully  vested  workers  within  a  year 
or  two  of  retirement  age;  their  widows  get  nothing.  ERISA  does  permit  a  pension 
plan  to  contain  a  pre-retirement  joint  and  survivor  option,  but  this  will  further 
reduce  the  already  reduced  joint  and  survivor  annuity,  even  if  the  worker  survives; 
the  disincentive  to  this  choice  are  therefore  severe. 

A  particularly  vicious  angle  to  this  "early  survivors"  election  is  that  if  the  choice 
is  made  and  the  worker  dies  of  natural  causes  within  two  years  after  making  the 
early  election,  the  benefits  are  forfeited.  (Workers  in  poor  health  might  try  to  pro- 
vide for  their  families  by  making  this  election,  thus  creating,  in  insurance  parlance, 
a  "negative  selection").  The  average  age  of  widowhood  is  56,  and  this  disallowing  of 
an  early  election  of  survivor  benefits  creates  a  dangerous  period  of  risk  for  middle- 
aged  women.  Very  few  people  are  aware  of  this  feature  in  their  plans,  and  thus  fail 
to  provide  an  alternative  plan  for  the  survivor.  The  supposed  rationale  is  that  pen- 
sion funds  are  retirement  income,  not  life  insurance,  and  that  fringe  benefits  pack- 
ages include  group  life  insurance  for  that  purpose.  Yet  few  widows  have  life  insur- 
ance funds  left  after  two  years. 

D.  Divorced  women 

There  is  a  growing  recognition  among  policy  makers  that  marriage  is  an  economic 
partnership.  Earned  compensation  during  the  course  of  the  marriage  is  attributable 
to  the  efforts  of  both  partners,  and  pension  rights  are  recognized  as  part  of  the  com- 
pensation, not  a  mere  gratuity.  The  fringe  benefit  package  substitutes  for  part  of 
the  wage,  and  thus  lowers  it.  Both  marital  partners  shared  in  the  lowered  paycheck, 
so  both  should  share  in  the  expectation  of  benefits  after  vesting. 

A  significant  number  of  women  will  face  divorce  after  age  45.  The  major  assets 
owned  by  the  couple  divorcing  after  a  long  marriage  will  most  likely  be  a  home,  a 
pension,  and  the  earning  power  of  career  spouses.  To  date,  there  is  no  law  compel- 
ling ERISA  plans  or  public  programs  to  cover  a  divorced  spouse.  Yet  property  law  in 
most  states  recognizes  pensions  as  marital  property.  This  strong  trend  emerged,  for 
the  most  part,  after  the  thinking  which  was  codified  in  ERISA.  Thus  it  is  appropri- 
ate top  update  ERISA  to  conform  to  the  notion  developed  in  the  states  that  both 
marital  partners  participate  in  the  earning  of  the  pension,  and  both  have  a  vested 
interest  in  the  benefits. 
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There  are  two  ways  for  a  divorced  woman  to  share  in  the  pension  asset.  One  is  by 
alimony,  and  the  other  is  by  property  settlement.  It  is  important  to  note  the  distinc- 
tion. Alimony  is  awarded  at  the  discretion  of  the  court,  based  on  the  situation  at 
hand,  and  in  almost  all  jurisdictions  is  no  longer  a  right.  What  the  property  rights 
of  the  spouses  are  depends  upon  the  laws  of  their  state. 

Although  most  states  have  followed  the  trend  to  regard  the  pension  assets  as  di- 
visible marital  property,  troublesome  decisions  by  the  Supreme  Court  on  railroad 
and  military  pensions  have  raised  the  question  of  ERIAS's  potential  treatment  by 
the  Court  on  this  issue.  Both  unfavorable  decisions  were  based  on  Congressional 
intent,  and  have  since  been  overturned  by  new  legislation.  In  addition,  for  Civil 
Service  and  Foreign  Service  Retirement  participants,  Congress  made  explicit  its 
intent  that  spouses  can  share  in  the  pension  benefits  after  a  divorce.  It  is  imperative 
that  the  same  be  done  for  ERISA.  The  whole  question  of  marital  property  and  pen- 
sion assets  properly  belongs  to  the  states.  We  believe  that  clarifying  language  which 
makes  explicit  the  marital  property  character  of  ERISA-regulated  plan  benefits 
must  be  enacted. 

CONCLUSION 

Mr.  Chairman,  we  believe  that  while  H.R.  2100  does  not  address  all  of  women's 
retirement  income  concerns,  it  will  go  a  long  way  toward  alleviating  many  of  the 
problems  outlined  here.  In  particular,  this  bill  would: 

Lower  from  25  to  21  the  age  at  which  employees  may  choose  to  participate  in  a 
private  pension  plan; 

Change  the  way  in  which  plans  deal  with  leave  by  continuing  benefit  accruals  for 
up  to  a  year  of  maternity  or  paternity  leave; 

Require  the  written  consent  of  the  spouse  before  the  joint  and  survivor  annuity 
can  be  waived  by  the  plan  participant; 

Assure  that  survivor  benefits  are  paid  to  the  spouse  of  any  vested  plan  participant 
who  dies  prior  to  the  annuity  starting  date; 

Repeal  the  provision  excluding  early  retirement  survivor  options  because  of  the 
worker's  death  within  two  years  of  election; 

Clarify  that  ERISA  does  not  limit  a  state  domestic  relations  court's  authority  to 
treat  pension  benefits  as  maritial  property  at  divorce;  and 

Provide  survivor  benefits  to  the  divorced  spouse  who  was  married  to  the  plan  par- 
ticipant when  the  pension  benefits  began. 

The  Older  Women's  League  strongly  supports  this  bill,  and  urges  you  to  enact  it 
promptly.  We  commend  you  Mr.  Chairman,  for  holding  this  hearing  to  highlight  the 
problems  women  face  as  they  try  to  negotiate  the  pension  obstacle  course,  and 
thank  you.  Representative  Ferraro  for  your  leadership  on  this  vitally  important 
issue. 

Mr.  Clay.  Ms.  Gray? 

Ms.  Gray.  We  and  BPW  have  meshed  our  testimony  in  order  to 
save  the  time  of  the  committee,  so  the  BPW  representative  will  be 
speaking  first,  and  then  I  will  speak. 

STATEMENT  OF  JUDY  SCHUB,  DIRECTOR  OF  PUBLIC  POLICY,  NA- 
TIONAL FEDERATION  OF  BUSINESS  AND  PROFESSIONAL 
WOMEN 

Ms.  ScHUB.  Mr.  Chairman,  members  of  the  committee,  Irma 
Brosseau,  our  executive  director,  was  unable  to  be  here.  I  am  Judy 
Schub,  the  director  of  public  policy  for  the  National  Federation  of 
Business  and  Professional  Women's  Clubs,  now  known  as  BPW/ 
USA. 

Today,  BPW/USA  has  a  membership  of  over  150,000  women  and 
men  throughout  the  Nation,  with  at  least  1  local  organization  in 
every  congressional  district.  Since  its  establishment  over  64  years 
ago,  the  objectives  of  BPW  have  remained  the  same:  to  promote 
full  participation,  equity,  and  economic  self-sufficiency  for  working 
women. 

We  appear  before  you  today  in  support  of  H.R.  2100.  This  legisla- 
tion is  an  important  first  step  in  the  continuing  struggle  to  achieve 
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economic  equity  for  women.  BPW/USA  sees  the  passage  of  the  pro- 
visions in  this  bill  as  one  of  our  highest  legislative  priorities  this 
year. 

All  women,  as  you  have  heard — single,  married,  divorced,  or  wid- 
owed— face  major  obstacles  to  economic  security  in  later  life.  We 
certainly  recognize  and  you  have  heard  eloquent  testimony  on  the 
problems  of  women  who  are  dependent  on  their  spouses  for  retire- 
ment income.  As  an  organization  representing  working  women,  we 
would  like  to  concentrate  specifically  on  those  issues  which  affect 
employed  women. 

Forty-seven  million  women  had  jobs  in  1981,  accounting  for  43 
percent  of  the  total  work  force.  While  over  half  of  all  women  are  in 
the  labor  force,  most  pension  plans  do  not  meet  their  needs. 
Present  pension  systems  reward  workers  of  low  mobility  with 
steady  careers  and  substantial  earnings.  Most  women,  the  typical 
woman,  have  a  very  different  employment  pattern. 

First  of  all,  she  earns  less  than  the  average  man.  You  have  all 
heard  the  statistic,  59  cents.  It  is  still  true. 

Women  are  much  more  likely  to  be  concentrated  in  the  lower 
salary  ranges  even  in  the  same  job  categories.  For  example,  in  1980 
men  in  the  managerial /administrative  job  category  had  median 
earnings  of  $25,000  a  year.  Women  in  this  category's  median  earn- 
ings were  $13,500.  Obviously,  lower  wages  mean  lower  pension 
benefits  and  many  times  no  pension  whatsoever — 93  percent  of 
noncovered  workers  earned  less  than  $20,000  a  year.  In  contrast,  78 
percent  of  workers  over  $25,000  had  coverage. 

Women  continue  to  be  disproportionately  represented  in  those 
occupations  with  the  lowest  number  of  pension  plans.  This  is  due  to 
occupational  segregation  and  wage  discrimination.  For  example:  in 
the  occupations  classified  as  trade  only  37  percent  of  workers  were 
covered  in  1979.  In  the  service  industries,  only  33  percent  of  work- 
ers were  covered. 

Many  employers  provide  pension  plans  only  for  specified  catego- 
ries of  workers,  such  as  craft  personnel,  categories  in  women  are 
seriously  underrepresented.  Again,  using  craft  personnel  as  an  ex- 
ample, women  comprise  only  7  percent  of  all  craftworkers. 

The  highest  labor  force  participation  for  women  is  from  20  to  24 
years  old.  Yet,  under  ERISA,  employers  are  not  required  to  cover 
employees  until  they  are  25.  In  1981  the  labor  force  participation 
rate  for  women  age  20  to  24  was  70  percent.  After  age  24,  many 
leave  the  labor  force  to  bear  and  raise  children.  To  fail  to  count 
these  early  years  is  a  severe  disadvantage  to  women  in  accumulat- 
ing total  years  of  service. 

Women  are  more  likely  to  work  part  time  or  part  year  and  so 
may  not  meet  ERISA's  standards  for  the  year  of  service.  In  1979 
over  25  percent  of  all  working  women  held  part-time  jobs.  If  em- 
ployees do  not  meet  the  year  of  service  standards,  they  get  no  bene- 
fit or  vesting  credit  for  that  year.  Since  more  than  70  percent  of 
the  part-time  labor  force  is  female,  this  participation  requirement 
has  a  disproportionate  effect  on  working  women. 

Women  often  have  shorter  job  tenure  than  men.  Most  pension 
plans  require  a  10-year  vesting  period.  Even  when  women  are  in 
covered  employment,  they  never  receive  any  pension  because  they 
do  not  become  vested  and  they,  therefore,  lack  vested  rights. 
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The  estimates  are  that  over  75  percent  of  all  plans  use  10-year 
vesting  schedules.  However,  in  1981  only  17  percent  of  women  age 
16  and  over  had  been  on  their  current  job  more  than  10  years. 

Finally — you  have  heard  other  people  testify  to  this,  also — 
women  are  more  likely  to  leave  their  jobs  to  fulfill  traditional 
family  responsibilities.  Such  breaks-in-service  can  limit  the  total 
pension  credits  earned  and  even  cause  the  loss  of  previously  earned 
credits. 

Earlier  there  was  a  discussion  of  the  military  and  the  situation 
there.  It  does  seem  ironic  to  us  that  women  are  penalized  for 
taking  time  off  from  work  to  bear  and  raise  children,  a  responsibili- 
ty that  this  society  highly  values. 

As  one  pension  writer  comments,  and  this  is  a  quote,  "Despite 
the  sentimentalizing  of  motherhood  and  children,  women  are 
coming  to  realize  that  the  price  of  childrearing  in  the  United 
States  is  a  possible  old  age  of  poverty." 

As  you  can  see,  the  typical  employment  patterns  of  women  lead 
to  inadequate  or,  more  frequently,  no  pension  benefits  at  all.  Pen- 
sions must  accommodate  the  real  working  patterns  and  needs  in 
order  to  offer  a  decent  standard  of  living  after  retirement. 

Federal  laws  and  regulations  governing  pension  plans  must  be 
reviewed  and  significant  steps  taken  to  eliminate  the  discrimina- 
tion against  women  implicit  in  the  present  system.  Simple  justice 
and  commonsense  require  that  the  pension  system  be  changed  so 
that  women,  as  well  as  men,  can  look  forward  to  their  later  years 
with  some  assurance  of  adequate  financial  security. 

[Prepared  statement  of  Judy  Schub  follows:] 

Prepared  Statement  of  Judy  Schub,  Director  of  Public  Policy  of  the  National 
Federation  of  Business  and  Professional  Women's  Clubs,  Inc.  (BPW/USA) 

The  National  Federation  of  Business  and  Professional  Women's  Clubs,  Inc.  (BPW) 
was  founded  in  1919  to  improve  the  status  of  women  in  the  workforce.  'Today,  BPW 
has  a  membership  of  over  150,000  women  and  men,  living  in  all  fifty  states  and  the 
District  of  Columbia,  Puerto  Rico  and  the  Virgin  Islands.  There  are  over  3,500  BPW 
clubs  across  the  nation,  with  at  least  one  club  in  every  Congressional  district  in  the 
United  States.  Since  its  establishment  over  64  years  ago,  the  objectives  of  the  Feder- 
ation have  remained  the  same:  to  promote  full  participation,  equity  and  economic 
self-sufficiency  for  working  women.  In  keeping  with  these  objectives,  BPW  has 
worked  for  over  a  decade  to  make  the  private  pension  system  more  responsive  to  the 
needs  and  work  patterns  of  American  women. 

We  appear  before  you  today  in  support  of  H.R.  2100,  "The  Private  Pension 
Reform  Act  of  1983."  This  legislation  is  an  important  step  in  the  continuing  struggle 
to  achieve  economic  equity  for  all  women.  BPW  sees  the  passage  of  the  provisions  in 
this  bill  as  one  of  our  highest  legislative  priorities  this  year.  Therefore,  we  urge 
your  careful  consideration  and  support  of  H.R.  2100.  All  women — single,  married, 
divorced,  or  widowed — face  major  obstacles  to  economic  security  in  their  later  years. 
We  realize  that  the  problems  of  homemakers  who  are  financially  dependent  on 
their  spouses  for  adequate  retirement  income  are  also  important.  However,  as  an 
organization  representing  working  women,  we  will  concentrate  on  those  pension 
issues  which  directly  affect  employed  women. 

In  1981,  47  million  women  had  jobs,  accounting  for  43  percent  of  the  total  labor 
force.  Although  53  percent  of  all  women  are  in  the  workforce,  most  pension  plans  do 
not  meet  their  needs.  Present  pension  systems  reward  workers  who  have  a  steady 
career,  with  low  job  mobility  and  substantial  earnings.  The  typical  woman  worker, 
however,  has  a  very  different  employment  pattern.  She  changes  jobs  more  frequent- 
ly, has  gaps  in  her  employment  record  due  to  family  responsibilities,  and  earns  less 
than  the  average  man. 

Women's  special  employment  patterns  often  make  them  ineligible  for  private  pen- 
sion plans.  A  report  by  The  President's  Commission  on  Pension  Policy  (August  1980) 
revealed  that  "men  continue  to  be  covered  by  pension  plans  more  frequently  than 
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women.  In  1979,  50  percent  of  men  compared  with  31  percent  of  women  were  cov- 
ered." Even  when  women  are  in  covered  employment,  they  are  less  likely  than  men 
to  actually  receive  a  pension  benefit  upon  retirement.  In  1981,  27.7  percent  of  men 
aged  65  and  over  received  a  private  pension  or  annuity,  while  only  10.5  percent  of 
women  this  age  did.  Moreover,  the  average  male  reitree  receives  benefits  40  percent 
higher  than  the  average  female  retiree.  In  1981,  the  average  private  pension  and 
annuity  for  a  man  was  $4,152  annually,  as  compared  to  $2,427  for  a  woman.  In  sum- 
mary, women  are  less  likely  to  be  covered  by  a  pension  plan,  they  are  less  likely  to 
receive  a  pension  benefit,  and  when  they  actually  do  receive  one,  it  is  much  lower 
than  the  average  man's  benefit. 

Such  differences  help  explain  why  the  poverty  rate  for  elderly  women  is  60  per- 
cent higher  than  for  elderly  men.  In  1981,  the  average  total  income  for  men  over 
the  age  of  65  was  $8,173  per  year,  while  for  women  it  was  only  $4,757.  According  to 
the  Gray  Panthers,  "nearly  one-third  of  all  older  Americans  live  in  poverty  and  72 
percent  of  them  are  women."  After  working  much  of  their  lives,  far  too  many 
women  find  their  "golden  years"  a  struggle  for  survival.  While  relatively  few  men 
depend  on  Social  Security  as  their  only  source  of  income  in  retirement,  60  percent 
of  all  women  over  the  age  of  65  do.  Social  Security  benefits  alone  are  rarely  ade- 
quate, but  very  few  women  (because  of  wage  discrimination  throughout  their  lives) 
have  the  savings  necessary  to  provide  them  with  a  decent  retirement  income. 

Private  pensions,  particularly  for  women,  are  a  critical  and  increasingly  necessary 
component  in  maintaining  an  adequate  standard  of  living  at  retirement.  Pension 
benefits  are  too  crucial  to  the  economic  survival  of  women  to  let  the  present  system 
go  unreformed.  Until  the  millions  of  employed  women  in  America  have  access  to 
adequate  private  pension  benefits,  they  will  continue  to  make  up  a  disproportionate 
number  of  those  living  in  poverty. 

Pension  inequity  is  not  a  simple  issue.  The  reasons  for  it  are  myriad  and  interre- 
lated: 

Women  earn  less  than  men.— The  average  woman  still  earns  only  59  cents  tor 
every  dollar  the  average  man  earns.  Figures  from  the  Bureau  of  Labor  Statistics 
(BLS)  show  that  in  1981,  the  median  income  of  full-time  working  men  was  $20,682, 
compared  to  a  median  income  of  only  $12,172  for  full-time  working  wonien.  Women 
are  much  more  likely  to  be  in  the  lower  salary  ranges  even  if  they  are  in  the  same 
job  categories.  For  example,  in  the  managers/administrators  job  category,  white 
men  in  1980  had  median  earnings  of  $25,000  while  white  women  had  median  earn- 
ings in  this  category  of  only  $13,505.  (Black  and  Hispanic  men  and  women  had 
somewhat  lower  median  earnings  in  this  category,  but  regardless  of  race  the  median 
earnings  were  substantially  lower  for  women.)  Lower  wages  mean  lower  pension 
benefits,  and  many  times  no  pension  at  all.  Only  10  percent  of  workers  making 
under  $5,000  annually  were  covered  by  pension  plans  in  1979,  and  93  percent  of 
non-covered  workers  made  under  $20,000.  In  contras:,  78  percent  of  workers  making 
over  $25,000  were  covered. 

Women  are  clustered  in  occupations  and  companies  that  are  less  likely  to  provide 
pension  coverage.— Again,  only  31  percent  of  the  women  in  the  private  workforce  in 
1979  were  covered  by  pension  plans  (as  compared  to  50  percent  of  the  men.)  This  is 
often  due  to  the  types  of  jobs  women  hold.  Women  continue  to  be  disproportionately 
represented  both  in  low-paying  jobs  and  in  the  occupations  with  the  lowest  numbers 
of  pension  plans— trade  (only  37  percent  of  workers  covered  in  1979)  and  service 
(only  33  percent  covered).  BLS  figures  show  that  in  1982,  women  comprised  80.7  per- 
cent of  all  clerical  workers;  59  percent  of  all  service  workers;  and  45.4  percent  of  all 
sales  workers.  In  contrast,  women  made  up  only  28  percent  of  all  managerial/ad- 
ministrative workers,  and  a  mere  7  percent  of  all  craft  workers. 

Moreover,  many  employers  provide  pension  plans  only  for  specific  categories  of 
workers,  such  as  management  or  craft  personnel,  in  which  women  are  underrepre- 
sented.  For  instance,  a  factory  may  cover  its  gissembly  line  workers  but  not  its  cleri- 
cal workers.  Further,  women  are  more  likely  to  work  in  non-unionized  fields,  and 
unions  have  been  instrumental  in  assuring  retirement  income  for  their  members. 
Only  17.2  percent  of  women  in  the  workforce  belong  to  a  union  and  the  entire 
unionized  workforce  is  only  30  percent  female. 

Participation  requirements  for  most  pension  plans  disproportionately  exclude 
women.— Under  the  Employee  Retirement  Income  Security  Act  of  1974  (ERISA),  em- 
ployers are  not  required  to  cover  employees  until  they  are  25  years  old.  Yet,  the  age 
group  with  the  highest  labor  force  participation  for  women  is  from  20  to  24  years 
old.  In  1981,  according  to  BLS  figures,  the  labor  force  participation  rate  for  women 
age  20  to  24  was  70  percent.  (After  age  24,  a  large  number  of  women  drop  out  of  the 
labor  force  for  a  number  of  years  to  raise  children.)  To  fail  to  count  these  early 
years  is  a  severe  disadvantage  to  women  in  accumulating  total  years  of  service. 
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At  the  opposite  end  of  the  age  spectrum,  employees  who  begin  working  for  a  com- 
pany within  five  years  of  that  company's  retirement  age  can  be  denied  participation 
in  a  defined  benefit  plan.  For  example,  if  a  woman  begins  working  at  age  57  for  a 
company  whose  pension  plan  has  a  retirement  age  of  62,  she  probably  won't  be  eligi- 
ble to  participate  in  the  plan.  (This  rule  applies  to  defined  benefit  plans— the  most 
common  type  of  pension  plan.)  Further,  after  the  age  of  65,  accrual  of  benefits  is 
usually  frozen  even  if  the  employee  continues  working. 

Another  participation  requirement  that  disproportionately  excludes  women  is  the 
"year  of  service"  requirement.  Women  are  more  likely  to  work  part-time  or  part- 
year,  and  so,  may  not  meet  ERISA  standards  for  the  "year  of  service."  (A  year  of 
service  is  defined  as  at  least  1,000  hours  of  work— 20  hours  a  week  year  round  or 
full-time  for  six  months— in  a  12-month  period.)  In  1979,  over  25  percent  of  all 
women  workers  held  part-time  jobs.  If  employees  do  not  meet  the  year  of  service 
standard,  they  get  no  benefit  or  vesting  credit  for  that  year.  Since  more  than  70 
percent  of  the  part-time  labor  force  is  female,  this  participation  requirement  has  a 
disproportionately  negative  effect  on  working  women. 

Women  often  have  shorter  job  tenure  than  men.— Pension  plans  require  employees 
to  work  a  specified  minimum  period  under  the  plan  before  their  benefits  are  vested. 
(Vesting  is  the  legal,  non-forfeitable  right  to  receive  accrued  benefits  at  retirement.) 
Lack  of  vesting  results  in  loss  of  retirement  benefits.  A  substantial  number  of 
women  who  are  in  covered  employment  never  receive  benefits  because  they  lack 
vested  rights.  Under  ERISA,  three  options  are  offered  with  regard  to  vesting.  The 
option  most  commonly  adopted  is  no  vesting  prior  to  ten  years  of  service,  with  full 
(100  percent)  vesting  after  ten  years.  One  expert  estimated  that  over  75  percent  of 
plans  use  this  vesting  schedule.  However,  in  1981,  only  17  percent  of  women  age  16 
and  over  had  been  on  the  current  job  over  10  years. 

The  median  number  of  years  on  the  job  for  women  in  1978  was  2.6,  compared  to 
4.5  for  men.  Fct  women  between  the  ages  of  45-54,  the  median  number  of  years  on 
the  job  was  5.9,  compared  to  11  for  men  of  this  age;  for  women  between  the  ages  of 
55  and  64,  the  median  number  of  years  was  8.5.  Also,  under  ERISA,  employers  do 
not  have  to  count  years  of  service  prior  to  the  age  of  22  for  vesting  purposes.  (Even 
if  you  do  not  become  a  participant  of  a  plan  until  after  the  age  of  25,  most  plans  are 
required  to  count  years  of  service  after  age  22.)  In  summary,  the  vesting  schedules 
of  most  pension  plans  significantly  affect  women's  ability  to  qualify  for  a  pension. 
Their  pattern  of  low  job  tenure  is  one  of  the  major  reasons  women  do  not  become 
vested  and  therefore  receive  no  pension  benefit.  As  reported  in  "the  Pension  Game," 
a  study  put  out  by  the  Task  Force  on  Sex  Discrimination,  Civil  Rights  Division,  U.S. 
Department  of  Justice,  "According  to  one  commentator,  'employees  are  camels  and 
vesting  provisions  are  the  eyes  of  needles.'  (To  understand  how  well  women  fare  in 
comparison  to  male  employees,  simply  visualize  a  pregnant  camel  .  .  .)" 

Women  are  more  likely  to  leave  their  jobs  to  raise  children  or  take  on  other  tradi- 
tional family  responsibilities. — Such  "breaks  in  service"  can  limit  the  total  pension 
credits  earned  and  even  cause  the  loss  of  all  previously  earned  credits.  Essentially,  a 
break  in  service  is  a  year  in  which  the  employee  has  worked  less  than  500  hours  in 
a  given  year.  Years  of  service  before  such  a  break  may  count  for  accruing  benefits 
under  ERISA,  but  not  until  after  a  one-year  waiting  period  following  the  break. 
After  that,  service  years  must  be  combined  including  credit  for  the  year  waiting 
time.  Non-vested  workers  can  lose  credits  for  service  prior  to  a  break  if  the  length  of 
the  break  is  equal  to  or  greater  than  the  years  of  service.  (Years  in  which  the  em- 
ployee works  between  500  and  1,000  hours  are  simply  disregarded.  They  are  consid- 
ered neither  breaks  in  service  nor  years  of  service.)  If  a  woman  takes  a  short  break, 
she  will  not  be  panalized,  but  is  she  takes  a  significant  amount  of  time  off  to  raise  a 
family,  as  many  women  do,  she  may  forfeit  all  of  her  credits.  An  article  in  Monthly 
Labor  Review  (November  1975)  stated,  "Past  estimates  indicate  the  birth  of  a  child 
reduces  the  average  number  of  years  a  married  woman  could  have  expected  to 
remain  in  the  work  force  by  10  years,  with  each  additional  child  further  reducing 
the  mother's  work-life  expectancy  from  2  to  3  years." 

To  use  an  example  from  a  Congressional  Research  Service  report,  a  woman  em- 
ployed at  age  18  could  be  excluded  from  participation  in  her  employer's  pension 
plan  until  she  reached  age  25.  For  seven  years  of  employment  she  would  accrue  no 
pension  credits.  At  age  22,  the  plan  would  be  required  to  give  her  credit  towards  the 
plan's  vesting  requirement.  If  the  plan  called  for  10  years  of  service  before  vesting, 
as  most  plans  do,  this  woman  would  be  fully  vested  at  age  32.  But,  the  vested  bene- 
fits would  be  those  earned  only  between  the  ages  of  25  and  32.  So  where  this  young 
woman  actually  worked  for  14  years,  she  would  have  earned  just  7  years  of  plan 
participation.  If  this  woman  quit  her  job  before  age  32  to  raise  a  family,  she  would 
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have  failed  to  meet  the  10-year  vesting  requirement  and,  if  not  re-employed  and  cov- 
ered by  the  plan,  would  forfeit  her  accured  pension  credits. 

It  is  interesting  to  note  that  in  time  of  war,  breaks  in  employment  for  military 
service  are  not  considered  breaks  in  service.  The  period  of  time  in  the  military  is 
counted  towards  a  pension  (if,  of  course,  the  individual  who  served  returns  to  the 
same  employer).  As  Helene  A.  Benson  (Pension  and  Welfare  Benefit  Programs,  U.S. 
Department  of  Labor)  so  eloquently  put  it,  "Despite  the  sentimentalizing  of  mother- 
hood and  children,  women  are  coming  to  realize  that  the  price  of  child  rearing  in 
the  U.S.  is  a  possible  old  age  of  poverty." 

The  common  practices  of  backloading  and  integration  place  women  at  an  unfair 
disadvantage. — Sometimes,  as  an  encouragement  to  and  benefit  of  long-term  service, 
an  employer  will  increase  the  rate  at  which  the  worker  accrues  pension  credits  after 
many  years  of  employment.  This  is  called  "backloading."  Backloading  provides 
greater  benefits  for  long-term  employees  at  the  expense  of  short-term  workers.  The 
short-term  workers  unable  to  take  advantage  of  backloading  are  usually  women, 
again  because  of  the  typical  interruptions  in  a  woman's  work  life. 

Another  common  practice  used  when  computing  pension  benefits  is  integration. 
Essentially,  integration  is  taking  into  account  part  of  (up  to  88  and  one-third  per- 
cent) an  employee's  Social  Security  benefit  when  figuring  the  pension  benefit.  The 
theory  behind  this  practice  is  that  the  total  retirement  income  for  each  employee 
should  be  the  same  percentage  of  his  or  her  pre-retirement  pay.  Since  Social  Secu- 
rity is  weighted  toward  the  lower  salaried  worker,  integration  weights  the  pension 
toward  the  higher  salaried  worker.  The  effect  of  this  practice  can  be  devastating  for 
workers  with  low  salaries — to  the  extent  that  an  employee  may  be  covered  by  a  pri- 
vate pension,  yet  not  receive  anything.  Since  women  are  usually  in  lower  paying 
jobs  and  receive  lower  salaries  in  general,  they  are  disproportionately  affected  by 
integration.  Sometimes  they  are  even  "integrated  out."  Most  major  unions  do  not 
allow  their  plans  to  be  integrated,  but  again  the  number  of  women  belonging  to 
unions  is  low. 

All  these  problems  lead  to  inadequate  or  no  pension  benefits  for  millions  of  work- 
ing women.  Pensions  must  accommodate  real  working  patterns  and  needs  in  order 
to  offer  a  decent  standard  of  living  after  retirement.  Until  they  do,  the  dispropor- 
tionately negative  effects  of  the  pension  system  on  employed  women  will  continue. 

Changes  that  would  make  the  pension  system  more  equitable  for  working  women 
include: 

1.  Amending  ERISA  to  lower  the  age  of  participation.  Since  the  highest  propor- 
tion of  women  work  between  the  ages  of  20  and  24,  it  is  crucial  to  count  those  years 
toward  retirement  benefits.  H.R.  2100  lowers  the  participation  age  from  25  to  21.  In 
other  words,  all  of  the  years  a  woman  works  after  age  21  must  be  counted  in  figur- 
ing the  amount  of  her  pension  benefit.  H.R.  2100  also  lowers  the  age  at  which  an 
employee  can  begin  receiving  credit  for  vesting  purposes  from  age  22  to  21. 

2.  Amending  ERISA  to  liberalize  the  "break  in  service"  rules  so  that  women  who 
leave  the  labor  force  to  bear  and  raise  children  are  not  penalized.  If  our  society 
values  the  family  and  childrearing,  then  it  is  only  reasonable  that  women  not  be 
penalized  for  carrying  out  this  traditional  role.  Like  years  of  military  service,  years 
spent  bearing  and  raising  children  should  be  allowed  in  figuring  pension  credits. 

H.R.  2100  modifies  the  break  in  service  rules  under  ERISA  by  giving  an  employee 
pension  credit  for  20  hours  per  week  for  up  to  52  weeks  of  employer-approved  ma- 
ternity or  paternity  leave.  (If  the  leave  is  not  approved  by  the  employer,  the  worker 
would  not  get  credit.)  Further,  the  credit  counts  towards  both  vesting  and  the 
amount  of  the  pension. 

While  H.R.  2100  does  address  the  problem  that  women  face  (because  of  childrear- 
ing responsibilities)  under  current  break  in  service  rules,  we  believe  that  credit 
should  also  be  available  to  employees  who  must  leave  the  workforce  to  care  for  a 
disabled  spouse  or  parent. 

Some  important  problems  women  face  with  respect  to  current  private  pension 
practices  are  not  addressed  by  H.R.  2100.  We  feel  that  the  provisions  included  in 
this  bill  are  crucial  first  steps  towards  correcting  the  inequities  women  face.  Howev- 
er further  changes  are  needed.  These  changes  include: 

1.  Amending  ERISA  to  requrie  fewer  years  for  full  vesting.  Current  pension  plans 
rely  on  the  forfeiture  of  benefits  by  short-term  workers,  mostly  women,  to  subsidize 
benefits  for  longer-service  employees,  mostly  men.  Substantially  lowering  the  mini- 
mum service  requirements  would  help  eliminate  this  inequity  and  assure  workers  of 
their  right  to  the  benefits  they  have  earned. 

2.  Changing  the  integration  rules  so  that  all  covered  employees  would  be  assured 
an  adequate  pension  benefit. 

3.  Minimizing  the  effects  of  backloading. 
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4.  Instituting  "portability"  of  vested  pension  credits  from  one  plan  to  another. 
With  lower  vesting  requirements,  portability  is  necessary  so  workers  do  not  have 
small  accrued  benefits  scattered  in  several  different  pension  plans.  Portability 
would  allow  workers  to  change  jobs  without  losing  pension  protection. 

Portability,  lower  participation  age,  lower  vesting  requirements,  and  liberalized 
breaks  in  service  rule  work  together  to  better  protect  women  workers — indeed  all 
workers — and  ensure  accrual  of  deserved  pension  benefits. 

The  problems  in  the  private  pension  system  will  increase  as  our  elderly  popula- 
tion grows  and  inflation  increases.  Federal  laws  and  regulations  governing  pension 
plans  must  be  reviewed  and  significant  steps  taken  to  eliminate  the  discrimination 
against  women  implicit  in  the  present  pension  system.  Simply  justice  and  common 
sense  require  that  the  pension  system  be  changed  so  that  all  Americans  can  look 
forward  to  their  later  years  with  the  assurance  of  adequate  financial  security. 

Ms.  ScHUB.  I  thank  the  committee  for  its  patience.  I  would  like 
to  now  turn  the  mike  over  to  Dr.  Mary  Gray,  who  is  president  of 
the  Women's  Equity  Action  League.  She  will  discuss  some  of  the 
specific  remedies. 

Mr.  Clay.  I  would  like  to  request  that  you  keep  your  testimony 
brief.  We  are  running  out  of  time. 

STATEMENT  OF  MARY  GRAY,  LEGISLATIVE  DIRECTOR,  WOMEN'S 

EQUITY  ACTION  LEAGUE 

Ms.  Gray.  Thank  you,  Mr.  Chairman. 

I  am  Mary  Gray.  I  am  the  president  of  Women's  Equity  Action 
League,  which  is  usually  known  as  WEAL.  I  teach  at  the  American 
University  here  in  Washington. 

WEAL  specializes  in  issues  of  economic  equity  and  has  been  par- 
ticularly concerned  with  education,  employment,  women  in  the 
military,  and  issues  affecting  older  women.  High  on  our  priority 
list  is  pension  reform. 

H.R.  2100,  if  enacted,  would  be  a  small  but  useful  step  toward  a 
better  life  for  older  women,  women  who  have  labored  many  years 
at  discriminatorily  low  wages  outside  the  home  or  spent  their  most 
productive  years  caring  for  husbands  and  children  as  their  contri- 
bution to  family  prosperity. 

Working  women  are  doubly  disadvantaged.  Their  pensions  are 
usually  even  less  than  those  of  comparably  paid  men,  as  well  as 
their  pay  being  less  in  the  first  place.  Ms.  Schub  told  you  some- 
thing about  the  situation  of  working  women.  As  she  suggested,  I 
want  to  address  the  specific  provisions  of  H.R.  2100,  leaving  aside 
for  a  moment  some  of  the  other  problems  with  pension  reform, 
such  as  discriminatory  benefits,  social  security  integration,  lack  of 
portability. 

Under  current  law,  the  vast  majority  of  workers  covered  by 
plans  must  work  10  years  for  the  same  employer  just  to  qualify  for 
a  pension.  According  to  the  Bureau  of  Labor  Statistics,  88  percent 
of  full-time  employees  in  large-  and  medium-sized  firms  are  in 
plans  with  10-year  vesting  rules.  Fewer  than  one  out  of  five  women 
and  one  out  of  three  men  have  been  in  their  current  job  that  long. 
In  addition,  employees  under  25  or,  in  some  cases,  under  30  can  be 
excluded  entirely  from  pension  plan  participation. 

Labor  force  participation  is  highest  for  women  between  the  ages 
of  20  and  24,  70  percent  in  1982.  Many  women  are  employed  in 
educational  institutions  where,  under  certain  circumstances,  all 
workers  under  age  30  may  be  excluded,  which  is  even  worse  for 
women. 
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H.R.  2100  will  lower  the  standard  minimum  for  participating  in 
a  pension  plan  from  25  to  21  years  of  age  and  lower  the  minimum 
age  for  vesting  from  22  to  21.  This  would  help  working  women, 
giving  them  better  opportunities  to  achieve  vested  status,  and  still 
take  time  to  bear  and  care  for  children. 

Representative  Erlenborn  suggested  that  it  would  be  sufficient  to 
credit  back  to  age  21.  That  has  several  problems  because  of  the 
way  women  move  around  in  the  labor  force.  In  addition,  it  provides 
a  good  incentive  for  employers  to  get  rid  of  people  when  they  reach 
the  old  age  of  24  years  and  11  months. 

Only  about  9  million  workers  were  covered  by  pension  plans  in 
1979,  and  less  than  one-half  of  these  attained  a  vested  status,  the 
right  to  participate  in  and  eventually  retire  on  a  benefit,  even  if 
the  employee  leaves  her  job  before  retirement  age. 

Less  than  15  percent  of  full-time  working  women  have  acquired 
vested  status.  Most  women  workers  are  not  vested  because  of  their 
unusual  and  intermittent  work  patterns.  They  are  clustered  in 
high  turnover,  low  prestige  jobs.  Low  job  tenure  rates  result  in  fail- 
ure to  fulfill  most  plans'  vesting  requirements.  Women  who  leave 
their  jobs  for  family  responsibilities  generally  lose  credits  for  earli- 
er years  of  service,  even  if  they  return  to  the  same  employer. 

H.R.  2100  would  help  ease  the  burden  of  break-in-service  require- 
ments by  modifying  the  rules  to  give  partial  credits  for  up  to  1  year 
of  employer  approved  maternity  or  paternity  leave,  provided  the 
employee  returns  to  his  or  her  job. 

I  want  to  say  just  a  word  about  the  issue  of  cost.  The  issue  of  cost 
has  been  raised,  and  yes,  there  is  a  cost.  There  is  a  cost  to  remedy 
wrongs  and  a  cost  to  continue  to  endure  them.  At  the  moment,  the 
cost  is  being  borne  by  older  women.  It  is  time  to  share  the  cost.  We 
cannot  afford  not  to  enact  this  modest  bill. 

In  conclusion,  H.R.  2100  incorporates  the  private  pension  provi- 
sions of  the  Economic  Equity  Act.  The  Economic  Equity  Act  is  the 
package  of  legislation  which  signifies  the  first  small  step  toward  fi- 
nancial independence  for  women.  It  contains  many  other  good  pro- 
visions: pension  reform  for  civil  service,  as  well  as  in  the  private 
sector;  child  suport  enforcement;  and  the  elimination  of  discrimina- 
tion in  insurance  and  pensions. 

All  of  these  provisions  should  be  enacted,  but  as  a  part  toward 
moving  toward  economic  equity  for  women,  we  urge  the  prompt 
passage  of  H.R.  2100. 
Mr.  Clay.  Thank  you. 
[Prepared  statement  of  Mary  Gray  follows:] 
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Prepared  Statement  of  Dr.  Mary  W.  Gray,  President,  Women's  Equity  Action 

League 

Representative  Clay,  members  of  the  Committee,  on  behalf 
of  the  Women's  Equity  Action  League  (WEAL)  I  should  like  to 
thank  you  for  asking  me  to  testify  at  this  hearing.   WEAL 
specializes  in  issues  of  economic  equity  and  has  been  parti- 
cularly concerned  with  education,  employment,  women  in  the 
military,  and  issues  affecting  older  women.   High  on  our 
priority  list  is  pension  reform.   H.R.  2100,  if  enacted,  would 
be  a  small,  but  useful  step  towards  a  better  life  for  older 
women,  women  who  have  labored  many  years  at  discriminatorily 
low  wages  outside  the  home  or  spent  their  most  productive  years 
caring  for  husbands  and  children  as  their  contribution  to  the 
family  prosperity.   Working  women  are  doubly  disadvantaged; 
their  pensions  are  usually  even  less  than  those  of  comparably 
paid  men  as  well  as  their  pay  being  less  in  the  first  place. 
Private  pensions  do  not  provide  adequate  security  and  protection 
for  spouses  in  recognition  of  their  share  in  the  family's  earnings. 

In  1974,  Congress  enacted  the  Employment  Retirement  Income 
Security  Act  (ERISA) ,  the  first  law  providing  comprehensive 
protection  for  workers  who  participate  in  private  pension 
programs.   While  ERISA  significantly  improved  the  operation  of 
that  system,  the  law  did  not  adequately  address  the  special  needs 
of  women . 

In  this  Congress  a  number  of  bills,  including  S.  888  and 
H.R.  2090,  the  Economic  Equity  Act;  S.  918  and  H.R.  2100,  the 
Private  Pension  Reform  Act;  S.  19,  the  Retirement  Equity  Act;  and 
S.  372,  the  Fair  Insurance  Practices  Act,  and  H.R.  100,  the 
Non-Discrimination  in  Insurance  Act,  have  been  introduced 
which  are  designed  to  correct  a  number  of  inequities  in  current 
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law  which  particularly  affect  working  women  and  homemakers. 
These  pension  reform  measures  are  sensible  and  fair  and  should 
be  enacted.   However,  as  important  as  these  proposals  are,  they 
do  not  address  the  basic  flaws  in  the  current  pension  system 
which  work  to  deny  pension  protection  to  large  numbers  of 
workers.   We  look  first  at  problems  affecting  working  women. 

There  are  four  fundcimental  problems  with  the  present  system. 
First,  under  current  law,  the  vast  majority  of  workers  covered 
by  plans  must  work  10  years  for  the  same  employer  just  to  qualify 
for  a  pension.   According  to  the  Bureau  of  Labor  Statistics 
(BLS) ,  88  percent  of  full-time  employees  in  large  and  medium  size 
firms  are  in  plans  with  10-year  vesting  rules.   Fewer  than  one 
out  of  five  women  and  one  out  of  three  men  have  been  in  their 
current  jobs  that  long.  In  addition,  employees  under  25  (or  in 
some  cases  under  30)  can  be  excluded  entirely  from  pension  plan 
participation.   Usually  part-time  workers  are  excluded,  impacting 
disproportionately  on  women. 

Second,  those  who  qualify  frequently  find  that  their  pension 
is  worth  far  less  than  they  expected  because  current  law  permits 
plans  to  take  their  social  security  payments  into  account  in 
calculating  their  private  pension  benefits.   This  practice,  called 
social  security  integration,  can  virtually  eliminate  the  entire 
pension  benefit  a  worker  would  otherwise  be  entitled  to  receive 
under  the  plan.   And,  according  to  BLS,  43  percent  of  full-time 
employees  in  large  and  medium  size  firms  are  covered  by  integrated 
pension  plans. 

Third,  our  pension  system  makes  it  expremely  difficult  to 
transfer  credits  from  one  plan  to  another.   When  workers  with 
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vested  pension  rights  change  jobs,  their  benefits  are  frequently 
frozen  and  cannot  grow  at  all  from  the  time  they  leave  that  job 
until  retirement.   As  a  result,  workers  who  change  jobs  several 
times  during  their  working  lives  and  earn  a  pension  at  each  job 
will  have  to  live  on  much  lower  pension  incomes  than  they  would 
if  these  separate  amounts  could  be  transferred  and  could 
continue  to  earn  interest  during  their  entire  working  lives.   Th« 
situation  is  even  worse  if  the  employees  have  worked  for  less 
than  the  vesting  period;  they  may  have  worked  for  forty  years 
and  have  no  pension  rights  at  all.   Because  the  average  length 
of  time  on  the  job  is  less  for  women  than  for  men,  these 
regulations  impact  more  heavily  on  women. 

Fourth,  nineteen  years  after  the  passage  of  Title  VH 
and  five  years  after  a  Supreme  Court  decision  making  it  perfectly 
cl-ear  that  ^employers  may  not  use  sex-segregated  actuarial 
tables  to  compute  employee  contributions  and  benefits,  many 
pension  plans  still  pay  women  less  than  their  male  colleagu** 
who  have  worked  the  same   number  of  years  for  the  same  salaries. 

Of  course,  another  basic  problem  with  women's  pensions 
is  not  addressed  by  any  pension-reform;  full-time  women  workers  still 
earn  only  sixty  percent  of  what  full-time  men  workers  earn. 

Complementary   to  the  problems  women  workers  face  with 
the  present  private  pension  system  are  the  problems  faced  by 
homemakers.   Neither  social  security  nor  private  pension  plans 
ar-e  based  on  a  concept  of  earnings  sharing  which  would  give 
adequate  recognition  to  a  homemaker's  economic  contribution 
to  the  family  unit.   Widows  and  divorced  spouses  are  frequently 
left  entirely  without  protection  from  the  private  pension 
system. 
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The  "Not-So-Golden"  Years 

Retirement-age  women  face  severe  economic  problems, 
whether  they  worked  primarily  outside  or  within  the  home. 
The  receipt  of  a  pension — earned  from  their  own  work  experience 
or  that  of  their  spouses — is  crucial  to  the  financial  security 
of  older  women.   Yet  too  often  the  law  fails  to  award  them  the 
pension  they  have  earned.   The  private  pension  reforms  contained 
in  H.R.  2100  would  remedy  some  of  these  inequities. 

*  60%  of  all  persons  65  or  older  were  women  in  1982 

*  Only  10%  of  women  65  and  older  received  benefits  from 
a  private  pension  in  1980;  27%  of  men  65  or  older 
received  benefits. 

*  For  those  women  receiving  a  pension,  the  median  pension 
income  was  $2375,  based  on  their  own  work  experience 

or  that  of  a  spouse.   Men  received  $4103. 

*  The  median  annual  income  for  older  women  from  all  sources 
(savings,  pension,  social  security)  was  §4757,   For  men 
it  was  $8173. 

*  Single  (widowed,  divorced,  or  never  married)  women 
constitute  85%  of  the  number  of  elderly  living  alone 
below  the  poverty  level. 

*  52%  of  white  women  over  65  and  84%  of  Black  women  over  65 
live  near  or  below  the  poverty  line. 

Pensions  and  Women  as  Workers 

Over  half  the  women  16  or  older  who  work  outside  the  home 
are  not  covered  by  pension  plans;  those  who  are  covered  rarely 
receive  benefits. 

*  53%  of  women  16  or  older  work  outside  the  home,  constituting 

44%  of  the  nations 's  workforce  in  June  1983. 
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Lack  of  Coverage 

In  1979,  only  40%  of  full-time  women  workers  were  covered 
by  pension  plans,  compared  to  55%  of  men.   VJhy  are  so  few 
women  covered? 

*  Few  part-time  workers  ar«  covered.   30%  of  all  women  workers 
are  part-time,  while  only  11%  of  male  workers  are. 

*  Few  workers  under  age  25  are  covered.   Labor  force 
participation  is  highest  for  v;omen  between  ages  20  and 

24  —  70%  in  1982.   Many  women  are  employed  in  educational 
institutions  where,  under  certain  circumstances,  all  workers 
under  age  30  may  be  excluded. 

*  Small  non-union  retail  and  service  industries  rarely  provide 
plans.   40%  of  women  workers  are  employed  in  these 
industries. 

H.R.  2100  would: 

*  lower  the  minimum  age  for  participating  in  a  pension  plan 
from  25  to  21  years  of  age  and  lower  the  minimum  age 

for  vesting  from  22  to  21. 

Rare  Receipt  of  Benefits 

Only  about  9  million  workers  were  covered  by  pension  plans 
in  1979  and  less  than  one  half  of  these  had  attained  vested  status 
(the  right  to  participate  in  and  eventually  retire  on  a  benefit 
even  if  the  employee  leaves  her  job  before  retirement  age) . 

*  Less  than  15%  of  full-time  working  women  have  acquired 
vested  status.   Most  women  workers  are  not  vested  because  of 
unusual  and  intermittent  work  patterns.   They  are  clustered  in 
high  turnover,  low  prestige  jobs.   Low  job  tenure  rates  result 
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in  failure  to  fulfill  most  plans'  vesting  requirement  (usually 
ten  years  of  continuous  service) .   Women  who  leave  their  jobs 
for  family  responsibilities  generally  lose  credits  for  earlier 
years  of  service  even  if  they  return  to  the  same  employer. 
*  The  median  number  of  years  on  the  job  for  women  is 
2.5  compared  to  4.0  for  men. 
H.R.  2100  would  help  ease  the  burden  of  break-in-service 
requirements  by: 

*  modifying  the  rules  to  give  partial  credits  for  up  to 
one  year  of  employer-approved  maternity  or  paternity 
leave,  provided  the  employee  returns  to  her  or  his  job. 

Pensions  and  Women  as  Spouses 

Women  who  are  widowed  or  divorced  suffer  greatly  from 
current  laws  vrtxich  do  not  recognize  marriage  as  an  economic 
partnership  and  the  pension  as  property  jointly  earned  by  both 
spouses.   Women  are  often  denied  their  fair  share  of  their 
spouses*  pensions  at  death  or  divorce  because  of  arbitrary 
requirements  and  loopholes  in  legislation. 

Widows 

When  an  employee  who  is  elgible  for  retirement  benefits 
retires,  the  pension  is  automatically  reduced  to  allow  for 
a  survivor's  benefit.   An  employee  may  reject  this  benefit  and 
receive  her  or  his  "full"  benefit  without  her  or  his  spouse's 
consent.   Many  women  find  out  at  the  funeral  that  the  pension 
they  had  counted  on  for  their  old  age  security  was  "opted  out" 
of  by  their  late  husbands. 
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*  Only  five  to  ten  percent  of  surviving  spouses  receive 
their  husbands'  benefits. 

*  Sixty  percent  of  men  "opted  out"  of  the  survivor  benefit 
in  1978. 

Opting  out  is  not  the  only  pitfall  women  face  in  trying  to 
collect  a  suvivor  benefit.   If  a  spouse  dies  while  working, 
even  if  he  is  fully  vested,  the  woman  often  loses  all  claim  to 
the  benefit.   In  order  to  collect,  the  widow  must  meet 
several  stiff  requirements: 

*  the  plan  must  have  a  provision  that  would  allow  early 
retirement  and  the  spouse  must  have  reached  the  "early 
survivor  option  age"  specified. 

*  the  plan  may  not  pay  if  the  employee  dies  of  "natural 
causes"  within  two  years  of  signing  the  early  survivor 
agreement. 

H.R.  2100  would: 

*  establish  automatic  survivor  benefits  unless  BOTH 
spouses  waive  the  benefits  in  writing, 

*  require  a  pension  plan  to  provide  benefits  for  a  widow 
if  the  worker  has  worked  past  early  retirement  and  had 
chosen  survivor  benefits  but  has  died  before  retirement, 

*  allow  a  widow  to  collect  survivor  benefits  if  her  working 
spouse  was  fully  vested  but  dies  before  early  retirement 
age  {usually  age  55). 

Divorced  Women 

A  divorced  woman  is  often  denied  her  fair  share  of  the  pension 
even  if  her  particular  state  allows  its  inclusion  in  the  divorce 
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settlement.   A  loophole  in  the  law  prevents  payment  of  the  pension 
to  anyone  except  the  retiree,  to  protect  it  from  creditors. 
Some  companies  have  refused  court-ordered  payments  because  thfey 
claim  the  ex-spouse  is  a  creditor.   This  means  economic  disaster 
for  many  vromen: 

*  a  woman's  income  decreases  an  average  of  73%  upon  divorce 
while  a  man's  increases  an  average  of  4  2%, 

*  only  four  percent  of  divorced  women  receive  maintenance 
payments  from  their  ex-spouses.  • 

A  spouse  divorced  after  the  starting  date  of  an  annuity 
currently  loses  survivor  benefits. 
H.R.  2100  would  ease  the  situation  of  divorced  women  by: 

*  providing  that  the  anti-assignment  provision  in  the 
current  law — the  Employment  Retirement  Income  Security 
Act  of  1974 — need  not  apply  in  decrees  related  to  child 
support  and  divorce.   Pensions  would  become  a  property 
right  in  divorce  cases. 

*  insuring  that  a  spouse  divorced  after  the  annuity  starting 
date  would  not  lose  survivor  benefits. 

Conclusion 

H.R.  2100  incorporates  the  private  pension  provisions  of  the 
Economic  Equity  Act.   The  EEA  is  a  package  of  legislation  which 
signifies  a  first  small  step  toward  financial  independence  for 
women.   It  contains,  awiong  other  provisions,  pension  reform 
for  civil  service  as  well  as  the  private  sector,  child  support 
enforcement,  and  the  elimination  of  discrimination  in  insurance 
and  pensions.   We  urge  the  prompt  passage  of  H.R.  2100. 
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Mr.  Clay.  Ms.  Moss? 

STATEMENT  OF  ANNE  MOSS,  DIRECTOR,  WOMEN'S  PENSION 
PROJECT,  PENSION  RIGHTS  CENTER 

Ms.  Moss.  Mr.  Chairman,  members  of  the  subcommittee,  I  am 
Anne  Moss.  I  am  director  of  the  Women's  Pension  Project,  which 
provides  information  and  assistance  to  women  who  are  concerned 
about  their  retirement  security. 

The  project  is  part  of  the  pension  rights  center,  a  pubUc  interest 
group  whose  goal  is  a  retirement  system  that  is  fair,  adequate,  and 
responsive  to  the  needs  of  individuals  in  the  economy.  The  center 
has  heard  from  hundreds  of  women  all  over  the  country  who  didn't 
get  the  pension  benefits  they  anticipated  and  desperately  need. 

The  bill  before  the  subcommittee,  H.R.  2100,  contains  several 
provisions  that  will  benefit  women.  I  want  to  focus  just  on  the  pro- 
visions that  will  benefit  homemakers  today. 

The  main  problem  that  we  are  concerned  about  is  the  problem  of 
husbands  who  die  too  soon.  H.R.  2100  will  remedy  the  most  tragic 
and  the  most  common  of  all  the  situations  that  have  come  to  our 
attention  over  the  years.  This  is  where  a  husband  has  worked  a 
lifetime  under  a  plan  and  has  earned  the  right  to  a  substantial 
pension  but  then  dies  a  few  months,  days,  or  even  hours  too  early. 

A  husband  who  wants  to  protect  his  wife  in  case  he  dies  before 
retirement  usually  doesn't  have  to  be  given  the  chance  to  sign  up 
for  widow's  benefits  until  a  certain  age,  typically  age  55.  No  matter 
how  long  he  has  worked,  despite  the  fact  that  he  was  vested,  his 
pension  simply  disappears  if  he  dies  before  the  magic  age. 

H.R.  2100  would  require  pension  plans  to  provide  a  survivors 
pension  to  a  widow  whose  husband  worked  at  least  10  years  under 
the  plan  no  matter  when  he  dies,  unless  both  husband  and  wife 
agree  in  writing  to  give  up  the  widow's  pension. 

An  example  of  the  way  this  would  work  is  if  a  husband  dies  in 
1985  at  the  age  of  50,  assuming  he  had  worked  at  least  10  years 
under  a  typical  pension  plan,  his  widow  will  be  able  to  start  collect- 
ing a  monthly  survivor's  benefit  beginning  5  years  later,  in  1990. 
That  is  the  year  her  husband  would  have  reached  age  55  and  could 
have  retired  under  his  plan.  If  she  wants  to  wait  later  than  1990  to 
collect  her  pension,  her  benefit  would  be  slightly  larger  since  it 
would  need  to  be  paid  over  fewer  years. 

Under  current  law,  a  husband  who  chooses  to  protect  his  wife 
must  take  a  reduction,  usually  in  his  own  pension,  so  there  will  be 
something  left  to  pay  her  later.  H.R.  2100  would  simply  allow  the 
husband  to  choose  at  an  earlier  age  to  protect  his  wife,  and  for  this 
longer  protection  his  benefit  would  be  reduced  further. 

This  increased  protection  for  widows  need  not  cost  the  plan  any 
additional  money  in  benefits.  Of  course,  some  plans  choose  to  pay 
part  of  the  cost  of  providing  widow's  benefits,  and  those  plans  could 
continue  to  do  so. 

It  has  been  argued  that  because  many  widows  receive  life  insur- 
ance from  their  husband's  employers,  that  they  do  not  need  pen- 
sions, also.  But  group  term  life  insurance  is  not  meant  to  provide 
retirement  income.  It  is  typically  not  designed  to  provide  the  life- 
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time  monthly  benefits  starting  at  retirement  age  that  people  need 
as  a  supplement  to  the  social  security  benefits. 

Instead,  life  insurance  is  usually  a  lump  sum  payment  equal  to 
between  1  and  2  year's  earnings.  It  is  paid  immediately  to  the 
widow,  and  its  purpose  is  to  help  her  adjust  to  widowhood.  This 
payment  usually  goes  very  quickly  to  cover  burial,  medical,  and 
other  immediate  expenses.  The  widows  we  hear  from  need  both  life 
insurance  and  widow's  benefits. 

Our  primary  concern  is  that  women  who  spend  part  or  all  of 
their  adult  lives  as  homemakers  need  to  know  that  pension  law  ac- 
knowledges their  contributions  toward  earning  the  pension.  The 
types  of  protections  contained  in  H.R.  2100  would  come  close  to 
meeting  this  goal. 

Thank  you  for  letting  me  appear  today. 

Mr.  Clay.  Thank  you. 

[Prepared  statement  of  Anne  Moss  follows:] 
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Prepared  Statement  of  Anne  Moss,  Director,  Pension  Rights  Center 
Strip  offset  folio  192he«e 

Mr.  Chairman,  Members  of  the  Subcommittee,  my  name  is 
Anne  Moss.   I  am  Director  of  the  Women's  Pension  Project,  esta- 
blished to  provide  information  and  assistance  to  women  who  are 
concerned  about  their  retirement  security.   The  Project  is  part 
of  the  Pension  Rights  Center,  a  public  interest  group  whose  goal 
is  a  retirement  system  that  is  fair,  adequate,  and  responsive 
to  the  needs  of  individuals  and  the  economy. 

Over  the  past  seven  years,  the  Pension  Rights  Center 
has  received  hundreds  of  letters  from  women  all  over  the  country 
who  have  not  received  the  pension  benefits  they  anticipated  - 
and  desperately  need.   In  each  case,  these  homemakers  and  workers 
had  done  everything  expected  af  them  and  reasonably  assumed  - 
and  in  many  cases  had  been  told  -  that  their  retirement  income 
needs  would  be'  taken  care  of  by  a  pension  plan.   In  each  case, 
the  women  were  bitterly  disappointed.   They  could  not  under- 
stand how  they  could  have  been  treated  so  harshly,  so  arbitrari- 
ly denied  the  money  they  desperately  need  to  sxirvive  in  retire- 
ment. 

This  year,  for  the  first  time,  we  are  able  to  say  to 
these  women  that  there  is  hope  that  the  inequities  they  have 
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experienced  will  not  be  allowed  to  happen  to  other  women. 

Last  year.  Congress  took  the  very  first  step  toward  pen- 
sion equity  since  the  enactment  of  the  Employee  Retirement 
Income  Security  Act  of  197 A.   Through  the  pension  provisions  of 
last  year's  tax  act,  the  Tax  Equity  and  Fiscal  Responsibility 
Act  of  1982,  Congress  made  a  courageous  commitment  to  pension 
equity  by  giving  hundreds  of  thousands  of  women  who  work  in  small 
offices  their  first  chance  to  earn  the  right  to  a  pension.   When 
TEFRA  goes  into  effect  next  year,  secretaries,  clerks,  bookkeepers, 
nurses,  receptionists  and  paralegals  in  small  businesses  and  pro- 
fessional offices  will  finally  see  a  return  on  the  pension  in- 
vestments they  have  been  making  -  with  their  salaries  and  taxes  - 
all  these  years. 

Today,  you  are  considering  the  second  step  toward  pen- 
sion equity  for  women.   The  bill  before  the  Subcommittee,  H.R.2100, 
contains  several  provisions   that  will  be  of  very  great  benefit 
to  women.   Although  we  are  committed  to  strengthening  the  pension 
rights  of  women  at  home  and  in  the  workforce,  under  both  private 
and  public  pension  systems,  today  I  would  like  to  focus  on  those 
private  pension  provisions  that  address  the  special  problems 

faced  by  homemakers . 

*  *  * 

About  half  of  all  women  are  working  fulltime  in  the 
home.   From  the  perspective  of  these  women,  pension  benefits 
represent  money  that  they  have  helped  earn  and  money  that  they 
must  have  if  they  are  to  make  ends  meet  in  retirement.   These 
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women  stay  home  with  the  understanding  that  all  income  earned 
during  a  marriage  is  shared  family  income,  including  income 
deferred  until  retirement.   This  is  certainly  how  the  income 
is  treated  during  the  marriage  by  husband  and  wife  -  and  by 
our  federal  tax  system.   When  a  husband  has  spent  20  or  30  or 
even  40  years  under  one  pension  plan,  his  wife,  who  stayed  at 
home  to  make  it  possible  for  him  to  earn  the  pension,  has  every 
right  to  expect  the  pension  to  see  her  through  retirement  also, 
whether  or  not  her  husband  happens  to  be  there  with  her. 

Yet  through  no  fault  of  their  own,  many  women  find  that 
a  pension  lasts  only  as  long  as  the  marriage  does.   They  cannot 
understand  why  the  pension  so  easily  disappears  when  their 
husbands  die  or  divorce  them. 

Homemakers  who  are  widowed.   Statistically,  a  wife  can 
expect  to  outlive  her  husband,  but  statistics  also  tell  us  she 
probably  won't  get  a  pension  once  he's  gone.   For  example,  less 
than  40%  of  retirees  choose  to  provide  survivors'  pensions 
for  their  spouses.   ERISA  requires  plans  to  offer  widov7s ' 
pensions  in  some  cases,  though  not  in  every  case.   Whether  a 
particular  widow  receives  a  pension  depends  on  her  luck: 
Will  her  husband  select  the  right  benefit  for  her?   Will  he 
die  in  the  right  year  or  at  the  right  age?  Will  he  die  for  the 
right  reason? 

1.   Consent  to  waive  widows'  benefits.   H.R.  2100 

addresses  the  problem  of  the  husband  who  decides 
to  leave  his  widow  without  a  pension.   Even  in 
those  situations  where  ERISA  requires  a  plan  to 
offer  a  widow's  benefit,  a  husband  need  not  accept 
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it  (and  many  don't).   Providing  for  a  widow 

usually  means  the  retiree  must  accept  a  permanently 

reduced  benefit  for  himself.   He  is  under  no 

obligation  to  ask  his  wife  what  she  wants ,  or  even 

tell  her  what  he  has  decided. 

•  A  Pennsylvania  woman  wrote  us  that  her 
husband  worked  for  43  years  for  the  same 
company  but  finally  had  to  retire  because  of 
lung  cancer.   Although  he  had  agreed  to  provide 
a  benefit  for  her,  he  changed  his  mind  at  the 
last  minute.   The  x^idow  writes,  "My  husband  fell 
victim  to  the  lure  of  the  larger  pension  check. 
Isn't  it  ironic  that  he  only  lived  to  collect 
his  larger  check  for  two  months?   I  have  to  now 
live  with  his  decision  for  Dossibly  20  years. 
God  willing." 

Many  men,  like  this  one,  just  gamble  that  they  will 

outlive  their  wives,  even  though  they  may  be  in  ill 

health.   H.R.  2100  would  require  a  husband  to 

obtain  his  wife's  written  consent  before  he  gives 

up  her  right  to  a  widow's  pension.   But  even  where 

the  husband  is  willing  to  take  a  reduced  benefit  to 

provide  this  all-important  protection,  there  are 

situations  where  he  is  not  able  to  do  so. 

Divorce  after  Retirement.   H.R.  2100  addresses  one 

of  these  situations  -  that  of  the  husband  who 

divorces  his  wife  after  he  has  retired  and  has 

started  to  receive  his  permanently  reduced  pension. 

H.R.  2100  would  permit  a  husband  who  divorces  after 

he  retires  to  name  his  former  wife  to  receive  the 

widow's  pension. 
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3.  Widows  of  pre-ERISA  workers.   H.R.  2100  would  help 
some  women  whose  husbands  happened  to  leave  their 
jobs  at  the  wrong  time. 

•  Mrs.  Marion  Fynan  v7on't  get  a  share  of  her 
husband's  20-year  pension  with  New  Jersey  Bell, 
simply  because  her  husband  left  the  company 
before  1976  when  the  ERISA  survivors'  benefit 
provisions  went  into  effect.   Mr.  Fynan,  who 
has  not  begun  collecting  his  pension,  has  been 
trying  for  years  to  persuade  the  company  to 
allow  him  to  take  his  future  benefit  in  a 
reduced  form.   But  the  company  says  no,  even 
though  it  will  not  cost  them  anything. 

H.R.  2100  would  require  plans  to  offer  married 

workers  who  left  their  plans  before  1976  the  chance  to 

provide  a  v7idow's  benefit. 

4.  Husbands  who  die  "too  soon."  H.R.  2100  will  remedy 
the  most  tragic  -  and  also  the  most  common  -  of 
all  the  situations  that  have  come  to  our  attention 
over  the  years.   This  is  the  situation  where  a 
husband  has  worked  a  lifetime  under  a  plan  and  has 
earned  the  right  to  a  substantial  pension,  but  then 
dies  a  few  months,  days,  or  hours  too  early. 

•  Marie  Tasy  is  being  forced  to  sell  the  house  in 
which  she  raised  her  five  children  in  Royal  Oak, 
Michigan,  because  she  was  denied  a  pension  after 
her  husband  died  one  month  before  age  55 .   Despite 
her  husband's  17  years  in  the  foundry  at  Chrysler, 
the  company  told  her,  "He  just  should  have  waited 
to  die." 

A  husband  who  wants  to  protect  his  wife  in  case  he 

dies  before  retirement  usually  doesn't  have  to  be 

given  the  chance  to  sign  up  for  widow's  benefits 

until  a  certain  age  -  typically  age  55.   Mo  matter 
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how  long  he's  worked,  despite  the  fact  that  he  was 
vested,  his  pension  simply  disappears  if  he  dies 
before  the  "magic"  age. 

H.R.  2100  would  require  pension  plans  to  provide 
a  survivor's  pension  to  a  widow  whose  husband 
worked  at  least  ten  years  under  the  plan,  no 
matter  when  he  dies ,  unless  both  husband  and  wife 
agree  in  ^Tritins  to  sive  up  the  widow's  pension. 
As  an  example:   under  this  proposal,  if  a  husband 
dies  in  1985  at  the  age  of  50,  assuming  he  had 
worked  at  least  ten  years  under  a  typical  pension 
plan,  his  widow  will  be  able  to  start  collecting 
a  monthly  survivor's  benefit  beginning  five  years 
later,  in  1990.   That  is  the  year  her  husband 
would  have  reached  age  55  and  could  have  retired 
under  his  plan.   If  she  wants  to  wait  later  than 
1990  to  begin  collecting  the  pension,  her  benefit 
would  be  slightly  larger,  since  it  would  need  to  be 
paid  over  fewer  years. 

Under  current  law,  a  husband  who  chooses  to 
protect  his  wife  usually  must  take  a  reduction  in 
his  own  pension  so  there  will  be  something  left  to 
pay  her  later.   H.R.  2100  would  simply  allow  the 
husband  to  choose  at  an  earlier  age  to  protect  his 
wife,  and  for  this  longer  protection,  his  benefit 
would  be  reduced  further.   This  increased  protection 
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for  widows  need  not  cost  the  plan  any  additional 
money  for  benefits.   Of  course,  some  plans  choose 
to  pay  part  of  the  cost  of  providing  widows' 
benefits  and  those  plans  could  continue  to  do  so. 

It  has  been  argued  that  because  many  widows 
receive  life  insurance  from  their  husbands' 
employers,  that  they  do  not  need  pensions  also. 
But  group  term  life  insurance  is  not  meant  to 
provide  retirement  income.   It  is  typically  not 
designed  to  provide  the  lifetime  monthly  benefit 
starting  at  retirement  age  that  people  need  as  a 
supplement  to  their  social  security  benefits. 
Instead,  life  insurance  is  ordinarily  a  lump  sum 
payment  equal  to  between  one  and  two  years 
earnings.   It  is  paid  immediately  to  the  widow 
and  its  purpose  is  to  help  her  adjust  to  widowhood. 
This  payment  usually  goes  very  quickly  to  cover 
burial,  medical,  and  many  other  immediate  expenses. 
The  widows  we  hear  from  need  both  life  insurance 
and  widows'  benefits. 

Mrs.  Tasy  and  other  women  like  her  stayed 
home  with  the  understanding  that  their  husbands' 
wages  were  family  income.   They  were  led  to 
believe  that  they  were  earning  their  husbands ' 
pensions  as  much  as  the  husbands.   That  was  the 
understanding,  that  was  the  deal.   Maybe  they 
never  said  it  in  so  many  words ,  but  these  couples 
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based  their  entire  married  lives  on  the  promise 
that  theirs  was  an  economic  partnership. 

Had  Mr,  Tasy  lived  another  month,  his  wife 
would  have  received  a  pension  for  life.   As  it  is, 
her  only  retirement  income  will  be  social  security. 

Social  security  is  not  enough  to  live  on,  as 
the  Members  of  this  Committee  know.   Average 
benefits  are  still  only  about  $5,000  a  year  for 
people  retiring  now  after  a  lifetime  of  work.   This 
is  $3,000  less  than  the  Bureau  of  Labor  Statistics 
has  estimated  is  needed  to  live  modestly  in  most 
cities.   Social  security  benefits  are  being  kept  at 
this  minimal  level  because  it  is  assumed  that  people 
will  have  other  sources  of  income  in  retirement. 

Few  people  at  the  average  or  lower  income  ranges 
can  afford  to  save  voluntarily  for  retirement.   Their 
only  hope  is  a  pension.   Without  a  pension  they  are 
destined  to  join  the  millions  of  older  women  for 
whom  the  lack  of  a  pension  has  meant  poverty. 

Homemakers  who  are  divorced.   In  the  time  remaining,  I 
would  like  to  turn  briefly  to  the  divorce  provisions  of 
H.R.  2100.   The  intent  of  these  provisions  is  to  clarify  that 
state  domestic  relations  laws  (rather  than  ERISA)  apply  when 
pensions  are  divided  at  divorce. 

Many  women  who  are  awarded  pension  shares  would  like  to 
receive  their  benefits  directly  from  the  plan.   But  in  spite 
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of  an  order  from  the  divorce  court,  some  plans  have  refused 
to  pay  a  divorced  wife  her  share  of  the  benefits ,  on  the 
grounds  that  ERISA  makes  it  impossible  for  them  to  pay 
benefits  to  anyone  other  than  the  pensioner  himself.   The 
courts  have  consistently  ruled  against  the  plans,  finding  that 
Congress  meant  to  protect  pensioners  from  creditors,  not 
shield  them  from  their  family  responsibilities.   But  until 
this  rule  is  clarified  in  federal  law,  there  will  inevitably 
be  divorced  women  who  will  still  be  put  to  the  great  expense 
of  going  back  to  court  to  compel  plans  to  comply  with  state 
court  orders . 

We  think  the  best  approach  to  this  problem  would  be  the 
simplest:   a  provision  saying  only  that  ERISA's  assignment 
prohibition  not  apply  to  court  orders  relating  to  child 
support,  alimony,  or  marital  property.   If  you  go  any  further 
than  this,  you  are  creating  a  federal  law  of  pensions  and 
divorce,  telling  state  courts  what  they  may  and  may  not  do 
in  shaping  their  decrees . 

In  conclusion,  I  would  like  to  make  two  points.   First, 
the  private  pension  system  exists  as  a  creature  of  federal  tax 
policy.   As  American  taxpayers  we  pay  billions  more  each 
year  in  order  to  encourage  employers  to  set  up  and  maintain 
private  pension  plans.   Congress  has  provided  this  tremendous 
tax  subsidy  -  the  largest  of  all  the  federal  tax  expenditures  - 
because  social  security  does  not  provide  enough  to  live  on, 
and  because  pensions  represent  the  most  realistic  supplement 
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to  social  security  for  average  and  lower  income  workers  and 
their  families.   If  we  did  not  have  pensions,  we  would 
undoubtedly  have  an  expanded  social  security  system  as  do  many 
other  industrialized  countries. 

Second,  it  is  important  to  note  that  the  benefits  provided 
by  the  sections  I  have  discussed  will  not  cost  employers  any 
additional  money.   The  consent  and  divorce  provisions  are 
"cost  free."  The  cost  of  the  H.R.  2100  preretirement  age 
widows  benefits  protection  -  and  there  is  a  cost  since  plans 
now  count  on  the  forfeitures  resulting  from  preretirement  age 
deaths  -  can  be  borne  by  the  plan  participants  themselves,  and 
not  by  the  plan  sponsors  (as  was  the  case  under  an  earlier 
version  of  this  provision  introduced  into  a  prior  Congress). 

It  is  true  that  adoption  of  provisions  such  as  those 
in  these  bills  will  require  changes  in  plans  at  a  time  when 
employers ,  particularly  smaller  employers ,  are  feeling 
excessively  burdened.   We  feel  strongly  that  all  efforts 
must  be  made  to  spare  employers  additional  costs  and  burdens. 
Every  dollar  that  goes  to  pay  a  lawyer  or  actuary  to  draft 
a  plan  amendment  or  seek  requalification  of  a  plan  is  a 
dollar  taken  away  from  much  needed  benefits.   But  we  believe 
that  this  Committee  can  draft  legislative  provisions  that  will 
not  be  burdensome  to  employers. 

The  important  thing  is  that  women  who  spend  part  or 
all  of  their  adult  lives  as  homemakerS  need  to  know  that 
pension  law  acknowledges  their  contributions  toward  earning  the 
pension.   The  types  of  protections  contained  in  H.R.  2100 
would  come  close  to  meeting  this  goal. 

Thank  you  for  the  opportunity  to  appear  here  today. 
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Mr.  Clay.  Mr.  Zaleznick,  we  are  going  to  have  to  insert  your  tes- 
timony in  the  record.  I  am  going  to  have  to  apologize  to  you  and 
the  three  witnesses  following:  Mr.  Mazawey,  Ms.  Struchiner,  and 
Mr.  Romig. 

There  is  a  series  of  votes  getting  ready  to  take  place  on  the 
House  floor,  and  we  have  no  idea  how  long  it  will  take  or  what 
time  we  can  get  back.  We  do  intend  to  have  another  day  of  hear- 
ings on  this  subject.  If  you  and  the  other  three  would  like  to  come 
back  for  that  day,  we  would  certainly  welcome  your  testimony. 

[Prepared  statements  referred  to  follow:] 
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I.   Introduction 

The  American  Association  of  Retired  Persons  appreciates 
the  opportunity  to  testify  before  the  House  Labor-Management 
Relations  Subcommittee  regarding  the  "Private  Pension  Reform 
Act  of  1983."   The  Association  feels  that  changes  in  the  law 
are  needed  to  improve  the  economic  status  of  women.   The  AARP 
is  particularly  interested  in  eliminating  provisions  which 
tend  to  restrict  the  opportunity  of  the  surviving  spouse  of 
a  plan  to  receive  benefits  after  the  participant  has  died.   Be- 
cause of  relative  life  expectancies  and  workplace  demographics, 
these  adversely  affected  surviving  spouses  more  often  than  not 
are  women. 

Statistics  clearly  indicate  why  Congressional  action  is 
needed  to  improve  the  economic  status  of  older  women.   Older 
women  as  a  subgroup  of  the  elderly  population  tend  to  have  the 
lowest  incomes  and  the  highest  poverty  rates.   In  1981,  while 
the  poverty  rate  for  older  persons  65  and  above  was  15.3  per- 
cent, the  poverty  rate  for  older  women  was  18.6  percent. 
Poverty  rates  among  single  older  women  are  particularly  elevated. 
According  to  1981  statistics,  single  women  age  65-71  suffer  a 
poverty  rate  of  27.6  percent  while  single  women  age  72  and 
above  have  an  even  higher  poverty  rate  of  31.7  percent. 

While  the  items  for  consideration  at  this  hearing  are  not 
the  entire  cause  for  the  current  economic  status  of  older  women, 
remedies  for  these  problems  would  lead  to  major  improvements. 
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Because  H.R.  2100  would  resolve  some  major  concerns, 
the  Subcommittee  should  adopt  its  provisions.   However, 
additional  efforts  will  also  be  needed  to  fully  address  the 
obstacles  that  confront  women. 

II.   Problems  With  the  Private  Pension  System 

Women  do  not  fare  as  well  as  men  in  the  private  pension 
system.   In  1981,  27.7  percent  of  all  men  65  and  over  received 
a  private  pension  or  annuity  while  only  10.5  percent  of  all 
women  65  and  over  received  one.   Women  who  do  get  benefits  tend 

to  receive  smaller  ones.   The  average  private  pension  and 

i 

lannuity  in  1981  was  $4,152  for  men  and  $2,427  for  women. 

There  are  a  number  of  causes  for  the  disparate  treat- 
ment between  men  and  women  by  the  private  pension  system. 
Some  of  these  factors  affect  women  who  are  married  to  or 
divorced  from  husbands  who  are  the  primary  beneficiary  of 
an  employer-sponsored  pension  plan.   Others  act  to  the 
detriment  of  women  who  are  in  the  work  force  and  attempting 
to  earn  their  own  pension  benefits. 

Under  present  law,  it  is  possible  for  a  spouse  of  a 
vested  worker  who  dies  to  receive  nothing  from  the  worker's 
pension  plan.   This  can  occur  for  a  number  of  reasons.   First, 
the  worker  may  have  made  an  election  not  to  receive  joint 
and  survivor  coverage  from  the  plan.   The  worker  is  allowed 
to  do  this  without  even  notifying  the  spouse.   Because  the 
primary  benefit  will  be  higher  without  joint  and  survivor 
coverage,  there  is  an  economic  incentive  to  opt  out  of  it — 
particularly  if  the  spouse  is  not  involved  in  the  decision- 
making process. 


97 


Additionally,  plans  are  at  times  allowed  to  forfeit  the 
benefits  of  workers  who  die  prior  to  retiring.   If  a  plan 
does  not  offer  early  retirement  benefits,  no  benefits  need 
be  provided  to  spouses  if  the  worker  dies  prior  to  reaching 
normal  retirement  age  (usually  age  65) .   For  plans  that  provide 
early  retirement  benefits,  the  participant  must  be  given  the 
opportunity  to  elect  an  early  survivor  annuity.   This  requires 
that  survivor  benefits  be  paid  to  the  spouse  if  the  partici- 
pant dies  between  the  qualified  early  retirement  age  and  the 
normal  retirement  age  while  still  employed  by  the  employer. 
However,  current  law  permits  a  plan  to  disregard  such  an  elec- 
tion and  refuse  to  pay  a  survivor's  benefits  if  a  non-accidental 
death  occurs  within  two  years  of  the  election.   Should  the 
participant  die  prior  to  early  retirement,  survivor  benefits 
may  be  .denied  even  if  the  participant  is  vested. 

Federal  pension  law  permits  a  plan  to  refuse  to  pay  survivor 
benefits  if  the  participant  and  the  spouse  were  not  married 
for  the  entire  one-year  period  prior  to  the  participant's  death. 
Therefore,  notwithstanding  the  length  of  the  marriage,  or  its 
existence  at  the  time  when  annuity  payments  began,  a  spouse 
may  be  denied  benefits  if  he  or  she  is  subsequently  divorced. 

III.   Responding  to  the  Problems  of  the  Surviving  Spouse 

Changing  the  law  to  ensure  that  spouses  of  deceased  plan 
participants  receive  survivor  benefits  is  an  important  step  in 
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raising  the  economic  status  of  older  women.   Widows  make  up 
the  largest  category  of  survivors.   In  1978,  widows  who  were 
heads  of  households  numbered  8.8  million,  as  compared  with 
only  1.5  million  widowers  heading  a  household.   The  median 
income  of  households  headed  by  widows  in  1978  was  $5,649, 
which  was  only  about  one-third  of  the  income  for  all  house- 
holds.  Considering  the  relatively  high  incidence  of  poverty 
among  women  over  65,  51%  of  whom  are  widows,  increasing  the 
likelihood  that  a  widow  will  receive  survivor  benefits  is  a 

high  priority. 

H.R.  2100  requires  that  both  spouses  sign  a  consent  form 
to  waive  the  receipt  of  survivors'  benefits.  Because  the  de- 
cision to  waive  the  survivor's  benefit  has  an  enormous  impact 
on  both  the  worker  and  his  or  her  spouse,  it  should  be  agreed 
to  by  both  parties. 

H.R.  2100  provides  further  protection  for  spouses  by  re- 
quiring that  a  survivor's  benefit  be  paid  to  the  spouse  of  a 
vested  worker  with  at  least  ten  years  of  credited  service 
under  the  plan.   These  changes  would  allow  spouses  of  workers 
who  die  before  reaching  the  plan's  early  retirement  age  and 
spouses  of  workers  who  die  within  two  years  of  electing  sur- 
vivors' benefits  to  receive  their  survivors'  benefits.   These 
provisions  give  assurances  to  spouses  that  they  have  a  right 
to  receive  the  benefit  that  has  been  earned  by  the  worker. 
They  also  correct  the  current  situation,  which  could  deprive 
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a  spouse  from  receiving  benefits  because  the  vested  worker 
died  within  days  of  reaching  an  arbitrary  early  retirement 
age. 

The  bill  contains  an  additional  provision  which  will  be 
of  value  to  certain  divorced  spouses.   In  cases  in  which  the 
divorce  occurs  after  the  annuity  starting  date,  the  former 
spouse  is  treated  as  if  he  or  she  were  still  the  spouse  on 
the  date  of  death  of  the  participant.   This  provision  could 
help  to  provide  benefits  to  spouses  in  this  situation. 

AARP  strongly  supports  these  changes  made  by  H.R.  2100. 
Its  passage  would  result  in  a  treatment  of  pensions  which 
is  more  in  line  with  the  assumption  that  the  right  to  a  benefit 
be  considered  a  joint  property  right.   The  Association  be- 
lieves this  to  be  the  proper  approach  to  pension  rights.   We 
must  get  away  from  the  notion  that  the  right  to  a  pension 
belongs  solely  to  the  worker.   The  spouse  who  is  not  employed 
outside  of  the  home  or  who  is  only  employed  part-time,  none- 
theless has  made  a  contribution  toward  the  worker's  pension. 
There  is  no  justification  for  denying  a  pension  to  the  spouse 
of  a  worker  when  the  worker,  but  for  the  unfortunate  timing 
of  his  death,  would  have  been  entitled  to  receive  benefits. 
This  notion  of  a  joint  right  to  benefits  also  requires  that 
any  decision  to  forgo  survivor  benefits  be  made  by  both  spouses. 
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Just  as  the  income  earned  while  on  the  job  is  used  to 
support  a  couple  through  the  working  years,  pension  benefits 
are  required  to  support  both  spouses  through  the  years  of 
retirement.   The  implication  that  a  surviving  spouse  does  not 
need  a  pension  because  it  is  likely  that  life  insurance  pro- 
ceeds will  be  available,  is  totally  unfounded.   Death  benefits, 
which  are  usually  paid  out  in  a  lump  sum,  tend  to  be  quite 
modest,  often  only  sufficient  to  pay  for  the  expenses  that 
accompany  the  death  of  a  spouse.   In  1978,  the  average  amount 
of  life  insurance  per  policy  for  all  types  of  policies  was 
$7,170  --  with  an  average  payout  of  $3,751  per  beneficiary. 
The  respective  figures  under  group  life  policies  were  $11,183 
and  $5,921.   Such  payments  are  not  meant  to  be  a  substitute 
for  pensions  which  are  intended  to  serve  as  a  continuing 
source  of  income  throughout  the  life  of  the  beneficiary.   Con- 
sidering that  the  life  expectancy  of  a  woman  aged  65  today 
is  18.6  years,  it  is  easy  to  appreciate  the  importance  of 
continued  support  payments  in  addition  to  a  modest,  one-time 
benefit  paid  at  the  time  of  the  spouse's  death.   To  further 
refute  the  contention  that  life  insurance  benefits  are  meant 
to  adequately  replace  pensions,  one  need  only  consider  that 
in  many  instances,  but  for  the  timing  of  her  husband's  death, 
the  widow  could  have  gotten  both. 
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IV.   other  Problems  Addressed  by  H.R.  2100 

H.R.  2100  clarifies  the  impact  of  ERISA  in  divorce 
proceedings  by  stating  that  ERISA's  prohibition  of  the 
assignment  of  benefits  does  not  apply  in  the  divorce  sit- 
uation.  Therefore,  state  courts  could  call  for  the  division 
of  the  pension  pursuant  to  a  divorce  settlement.   While 
most  courts  tend  to  follow  this  approach  now,  this  exception 
to  the  anti-assignment  rule  should  be-clearly  stated  in  the 
statute. 

H.R.  2100  also  attempts  to  resolve  some  of  the  problems 
that  face  women  who  work.   Women  who  work  prior  to  age  25 
face  obstacles  because  ERISA  does  not  require  plan  partici- 
pation until  age  25.   Because  of  their  work  patterns,  however, 
a  great  number  of  women  are  in  the  work  force  between  the 
ages  of  21  and  24.   Also,  women  who  take  maternity  leave 
could  run  into  difficulty  because  of  their  break  in  service. 
By  lowering  the  age  for  minimum  participation  standards 
to  21,  and  by  requiring  the  continuation  of  benefit  accruals 
while  the  employee  is  on  approved  maternity  or  paternity  leave, 
H.R.  2100  will  remove  these  obstacles  which  now  face  women. 
The  Association  supports  these  changes,  which  will  help 
equalize  the  amount  of  benefits  received  by  retired  women 
with  those  received  by  their  male  counterparts. 
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V.   Conclusion 

The  provisions  which  are  now  before  the  Subconmiittee  for 
consideration  represent  a  positive  step  for  older  Americans, 
particularly  women.   Howe^ver,  a  great  deal  more  needs  to  be 
done  to  improve  and  stabilize  the  financial  situation  of  the 
elderly.   The  Association  feels  stongly  that  the  private  pension 
system  must  play  an  important  role  in  achieving  this  goal.   In 
order  to  enjoy  an  adequate  standard  of  living,  retirees  and 
their  spouses  must  be  able  to  depend  upon  the  retirement  income 
which  they  have  duly  earned  during  their  many  years  of  employment. 

Although  private  pensions  are  not  and  should  not  be  considered 
the  only  source  of  support  for  retirees,  Congress  must  continue 
to  work  to  bring  about  changes  which  will  enhance  the  role  of 
private  pensions  as  a  complement  to  other  sources  of  retirement 
income.   Portability  of  pensions,  vesting,  and  integration 
of  private  pensions  with  social  security  are  all  matters  with 
which  Congress  should  concern  itself.   Therefore,  we  consider 
these  hearings  to  be  only  the  beginning  of  efforts  to  strengthen 
the  private  pension  system  for  the  benefit  of  all  participants. 
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Prepared  Statement  of  Michael  J.  Romig,  Chamber  of  Commerce 

OF  THE  United  States 

My  name  is  Michael  J.  Romig.   I  appear  today  on  behalf  of  the  Chamber  of 
Commerce  of  the  United  States  where  I  am  Manager  of  the  Employee  Benefits  and 
Human  Resources  Policy  Center.   I  am  here  to  express  the  Chamber's  views  on 
the  impact  of  current  federal  pension  laws  on  women  and  the  impact  of  changing 
these  laws  as  proposed  by  the  Private  Pension  Reform  Act  of  1983  (H.R.  2100) 
and  related  legislation. 

THE  GROWTH  OF  PENSIONS 

Private  and  public  pensions  constitute  a  significant  and  growing  source 
of  income  for  elderly  Americans.   Data  compiled  by  the  U.S.  Department  of 
Labor  and  others  show  that  both  the  number  of  tax  qualified  plans  and  the 
number  of  employees  participating  in  such  plans  have  been  increasing.   The 
only  pauses  in  such  growth  have  been  as  a  result  of  significant  changes  in  the 
federal  laws  regulating  these  plans. 

The  most  recent  figures  compiled  for  the  President's  Commission  on 
Pension  Policy  revealed  that,  in  1979,  over  fifty  million  jobs  were  covered  by 
private  pensions.   This  is  up  from  20  million  jobs  in  1960,  an  increase  of  163 
percent,  a  growth  rate  that  far  outstripped  the  41  percent  growth  in  total 
jobs  during  this  same  period.   Stated  in  other  terms,  there  were  35  million 
pension  plans  participants  in  1979.   That  is  more  than  double  the  17  million 
participants  in  1960.   In  terms  of  employees  with  vested  pension  rights,  there 
were  over  20  million  in  1979,  more  than  14  times  the  number  in  1960. 
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While  much  of  this  growth  in  covered  jobs  occurred  prior  to  the 
enactment  of  the  Employee  Retirement  and  Income  Security  Act  (ERISA),  the 
growth  continues  but  at  a  slower  pace.   Clearly,  ERISA  has  had  a  negative 
impact  on  the  willingness  of  employers  to  take  on  the  responsibility  and 
liability  for  implementing  a  private  pension.  We  now  fear  that  the  burden  of 
the  top  heavy  rules  of  last  year's  Tax  Equity  and  Fiscal  Responsiblity  Act 
(TEFRA)  may  lead  to  a  further  slowdown  in  the  growth  of  jobs  covered  by  a 
pension  plan. 

Admittedly,  the  added  ERISA  protections  have  resulted  in  more  benefits 
for  covered  employees.   The  increased  participation  and  accelerated  vesting 
rules  of  ERISA  certainly  have  contributed  greatly  to  the  increase  in  the 
number  of  employees  participating  and  vesting  in  a  pension.   Presumably,  the 
shortened  vesting  requirements  for  top  heavy  plans  will  add  to  the  number  of 
vested  employees,  but  this  may  prove  to  be  a  pyrrhic  victory  since  many 
affected  employers  are  choosing  to  abandon  pensions  rather  than  assume  the 
increased  liabilities.   This  negative  development  should  be  carefully  weighed 
during  consideration  of  the  legislation  before  this  Committee. 

PENSIONS  AND  WOMEN 

To  be  sure,  women  are  less  likely  to  be  covered  by  a  pension,  or  to 
receive  a  pension,  or,  if  they  do,  are  likely  to  receive  a  smaller  pension 
than  men.   More  importantly,  the  problems  of  women  and  pensions  are  likely  to 
be  a  diminishing  phenomenon  as  more  and  more  women  enter  and  remain  in  the 
workforce. 

Just  as  the  growth  in  the  number  of  pensions  and  number  of  covered 
employees  has  been  growing,  so  too  has  the  growth  in  the  number  of  women 
participating  in  pensions  and  in  the  number  of  women  who  are  vested  in  a 
pension.   Of  greater  importance,  while  fewer  women  are  protected  by  a  pension 
than  men,  women's  participation  numbers  appear  to  be  growing  at  a  faster  rate 
than  men's.   This  is  the  subtle  revolution  in  pensions.   In  time,  the  gaps  in 
pension  protection  of  employees  may  be  unrelated  to  sex. 
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Goverment  surveys  in  1972  and  1979  reveal  that  the  number  of  pensions 
covering  women  grew  from  21  percent  of  the  women  in  the  workforce  to  31 
percent — a  50  percent  growth  while  the  growth  rate  for  men  was  but  10  percent 
(46  percent  to  30).   This  appears  to  reflect  the  increased  workforce 
participation  by  women  and  the  increase  in  pension  plans  in  the  service  sector 
of  our  economy  where  women  are  more  often  employed. 

But,  if  Congress  chooses  to  add  more  and  more  costs  to  pensions,  the 
problems  presented  for  women  today  may  apply  to  both  men  and  women  as  pensions 
lose  favor  with  the  employer  community  as  a  cost  effective  compensation 
device.   Already,  we  are  witnessing  a  greater  employer  reluctance  to  take  on 
or  continue  the  burdens  of  a  defined  benefit  pension  plan. 

EXPLANATION  OF  PENSION  COVERAGE 

There  have  been  many  reasons  for  women's  less  likely  pension  coverage 
and  smaller  benefit  amount.   The  major  ones  are  traceable  to  women's 
employment  patterns,  their  employment  in  lower  paying  jobs,  and  the  career 
service  characteristic  of  pension  plans. 

Employment  Patterns  Until  recently,  women  were  less  likely  to  have  a 
substantial  and  continuing  attachment  to  the  workforce.  Many  of  today's 
elderly  women  never  worked  or  worked  very  little  during  their  lives.   Thus 
women  (and  men)  who  did  not  work  are  left  with  only  one  way  of  gaining  a 
pension,  i.e.  by  way  of  a  spousal  annuity.   None  of  the  legislation  before 
this  committee  can  provide  pensions  to  these  women  and  men  who  did  not  earn 
their  own  pension.  However,  for  younger  women,  their  increased  and  continuing 
participation  in  the  workforce  will  result  in  a  significant  narrowing  of  the 
pensions  gap  between  men  and  women. 

Job  Selection  Not  all  jobs  are  covered  by  a  pension  plan.   Historically, 
women  are  more  likely  to  be  employed  in  these  jobs         than  men.  Why  was 
this  so? 
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First,  women  were  concentrated  in  industries  that  were  less  likely  to 
have  pensions.   Small  businesses,  which  employ  a  great  number  of  women,  are 
less  likely  to  have  pension  plans  than  large  manufacturing  firms  where  men 
tend  to  congregate.   Note  that  the  pending  legislation  would  increase  the  cost 
of  pensions,  making  it  even  more  difficult  for  small  businesses  to  provide 
them. 

Second,  unionized  employment  usually  has  pension  coverage  and  men  are 
more  likely  to  be  union  members  than  women. 

H.R.  2100  and  the  other  bills  would  have  no  impact  on  this  situation  and 
it  is  not  possible  to  change  job  selection  patterns  of  women  through 
legislation. 

Pension  Characteristics  Even  when  women  were  in  jobs  covered  by  pension 
plans,  they  often  were  not  participants.   They  either  chose  not  to 
participate,  perhaps  because  of  spousal  coverage,  or  did  not  meet  the  plan's 
age  and  service  requirements.   And,  when  they  did  participate,  they  sometimes 
still  did  not  become  entitled  to  a  pension  because  they  failed  to  become 
vested.   Women  failed  to  meet  the  plan's  requirements  because,  again,  their 
employment  patterns  did  not  correspond  to  the  pension  plan's  vesting  and 
service  requirements. 

Since  we  cannot  change  the  past  workforce  attachment  and  employment 
patterns,  the  pending  bills  attempt  to  change  the  way  pension  plans  are 
designed  in  the  hope  that  more  women  will  earn  a  pension  benefit  or  one  larger 
than  they  would  currently  expect  to  earn.   From  our  analysis  of  H.R.  2100,  we 
conclude  that  the  changes  will  be  costly  and  may  not  produce  the  added  pension 
protection  sought  by  women.   While  we  are  not  opposed  to  the  enactment  of  H.R. 
2100  several  provisions  of  this  legislation  are  troublesome  to  many  of  our 
members.   These  concerns  can  be  addressed  easily  through  appropriate 
amendments. 

Our  analysis  of  the  proposed  legislation  follows. 
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CHANGING  PENSION  DESIGN 

The  several  "pension  equity"  bills  pending  share  one  trait.   They  would 
change  the  rules  for  the  design  of  pension  plans  in  the  hope  of  improving 
pension  protection  for  women.   Pension  plans  would  be  changed  to  help  women  as 
employees  and  also  as  spouses  of  employees.   The  questions  are  these:   Will 
the  proposed  changes  accomplish  the  intended  results?   Will  they  be  cost 
effective?  And  are  there  better  ways  to  accomplish  the  intended  results? 

Changing  Participation  Standards 

ERISA  currently  requires  that  employees  age  25  or  older  with  one  year  of 
service  be  eligible  to  participate  in  the  employer's  pension  plan.   H.R.  2100 
would  lower  the  participation  age  from  25  to  21  in  the  hope  of  increasing 
pension  benefits  for  women.   While  we  do  not  oppose  this  provision,  we  do  want 
to  share  some  observations  with  you. 

Data  compiled  by  the  Employee  Benefit  Research  Institute  (EBRI)  reveals 
that,  in  1979,  only  1.2  million  workers  age  21  to  24  held  jobs  covered  by  a 
pension  plan  in  which  they  were  not  participating.  More  than  twice  as  many 
(2.6  million)  were  in  covered  jobs  and  were  participating.  But  5.2  million 
workers  of  that  age  were  in  jobs  with  no  pension  coverage.  Thus,  for  9 
million  employees  age  21  to  24,  the  greatest  pension  problem  for  almost  60% 
was  the  lack  of  a  pension  plan.  More  importantly,  they  shared  this  problem 
with  their  co-workers,  irrespective  of  age. 

If  the  standard  were  to  be  changed,  only  13%  of  the  age  21  to  24 
workforce  would  become  eligible  to  participate  in  their  employer's  pension 
plan — something  they  cannot  do  now.   Most  of  these  employees  would  never  vest 
since  young  workers  are  the  most  mobile  group  in  the  workforce.   For  those  who 
do  vest,  ERISA  already  requires  employers  to  count  years  of  service  beginning 
at  age  22.   Thus,  the  net  impact  of  the  change  appears  to  be  added  pension 
cost  and  one  more  obstacle  to  pension  coverage  of  jobs  where  no  pension  plan 
currently  exists. 
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Comments  from  our  members  about  this  proposed  change  also  reveal  a 
concern  with  the  potential  cost  of  the  added  administrative,  paperwork  and 
accounting  burdens  imposed  by  the  change.   ERISA  would  require  records  to  be 
kept,  plan  descriptions  to  be  supplied,  annual  reports  to  be  mailed,  and 
pension  guarantee  insurance  premiums  to  be  paid.   Standard  accounting  rules 
require  that  plans  also  fund  for  these  employees.   They  add  that  the  cost 
would  not  be  objectionable  if  the  changes  resulted  in  a  proportionate  increase 
in  pension  benefits.   But  experience  shows  this  is  not  the  case. 

Changing  Vesting  Rules  , 

Although  ERISA's  vesting  requirements  are  a  marked  improvement  over  the 
pre-ERISA  requirements,  many  short-time  employees  do  not  vest  even  though  they 
are  a  participant.   Since  women  are  likely  to  hold  a  job  for  shorter  periods 
than  men,  they  are  more  likely  to  be  among  those  who  do  not  vest.   H.R.  2100 
would  help  these  employees  by  requiring  plans  to  begin  counting  service  years 
for  vesting  purposes  from  age  21,  rather  than  age  22. 

Many  of  our  members  support  this  change.   Some  feel  that,  if  the  age  of 
participation  is  lowered  to  21,  the  age  for  vesting  purposes  ought  to  be  the 
same. 

Changing  Breaks-in-Service  Rules 

Generally,  an  interruption  in  employment  can  have  an  impact  on  pension 
credits.   However,  ERISA  does  not  permit  plans  to  recognize  a  period  of  less 
than  one  year  as  a  break-in-employment  service.   And,  a  break-in-service  must 
be  a  12  month  period  during  which  an  employee  has  less  than  501  hours  of 
employment.   Moreover,  once  an  employee  vests,  that  vested  service  can  never 
be  lost,  no  matter  how  long  he  or  she  is  away  from  the  job.   Thus  an  employee 
who  is  not  yet  vested  and  is  off  the  job  for  whatever  reason  for  more  than  one 
year  incurs  a  break-in-service.   But  again,  ERISA  requires  that  earned  defined 
benefit  pension  credits  are  not  lost  until  the  number  of  years  of  the  break 
equals  the  number  of  years  of  pre-break  service.   Defined  contribution  pension 
plans  have  similar  but  less  generous  rules. 
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Since  many  women  choose  to  interrupt  their  employment  to  raise  their 
children,  they  often  incur  breaks  in  service.   H.  R.  2100  and  other  bills 
propose  to  change  the  rules  for  a  break  in  service  to  exempt  up  to  one  year  of 
approved  maternity  or  paternity  leave.   But,  as  can  be  seen  by  the  above 
description  of  ERISA  protections,  this  change  adds  little.   Most  pregnancy 
leaves  are  either  not  long  enough  to  be  a  break-in-service  or  much  too  long  to 
be  helped  by  this  proposed  change.   Yet,  if  Congress  enacts  this  change,  every 
pension  will  have  to  be  amended,  every  plan  description  revised  and  every 
employee  notified  of  a  change  that  will  be  of  little  value  to  most  of  them. 

Of  greater  concern  to  many  of  our  member  companies  is  the  fact  that  this 

proposal  would  change  ERISA  from  a  statute  setting  forth  general  benefit 

requirements  to  one  of  specific  benefit  directives — from  performance  standards 

to  design  standards.   Congress  clearly  should  not  become  involved  in  pension 
plan  design. 

CHANGING  PENSIONS  FOR  NON-EMPLOYEES 

The  only  way  a  non-employee  can  obtain  a  pension  benefit  is  as  a 
survivor  of  a  pensioned  employee.   When  the  retiree  is  alive,  the  spouse 
and/or  dependents  share  the  pension.   When  the  retiree  dies,  the  pension  will 
continue  to  be  paid,  generally  in  a  reduced  amount,  if  the  retired  employee 
had  elected  a  joint  and  survivor  (J  &  S)  annuity. 

J  &  S  Annuity  Changes 

Under  current  law,  employers  who  include  annuities  in  the  choice  of 
pension  payment  options  must  make  a  J  &  S  annuity  the  normal  form  of  payment 
unless  the  employee  rejects  it  in  writing.   Hence,  most  pension  plans  now  have 
J  &  S  annuities  as  their  primary  form  of  payment. 

Women  have  complained  that  current  law  does  not  adequately  protect  their 
interest  in  their  spouses'  pension,  since  the  employee  spouse  could  elect 
against  the  J  &  S  annuity  without  the  non-employee  spouse's  knowledge.   Many 
of  our  members  agree  with  this  complaint  and  would  support  requirements  for 
spousal  agreement  to  any  waiver.   Indeed,  in  community  property  states,  it  is 
a  wise  employer  who  requires  such  agreement  in  writing. 
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H.R.  2100  responds  Co  this  complaint.   It  would  require  written  consent 
of  the  spouse  before  an  employee  could  waive  the  J  &  S  annuity.   It  appears 
that  this  provision  is  prospective  in  its  application.   If  it  is  retroactive, 
considerable  expense  and  problems  can  be  anticipated.   Therefore,  we  suggest 
prospective  application  only,  and  adequate  lead  time  for  compliance  would  be 
helpful. 

H.R.  2100  would  go  further.   It  would  require  payment  of  a  spousal 
annuity  in  cases  where  a  plan  provides  for  early  retirement  and  a  vested 
employee  dies  before  reaching  the  later  of  the  early  retirement  age  or  10 
years  before  the  normal  retirement  age  of  the  plan.   Current  ERISA  rules 
require  payment  only  where  the  employee  has  reached  these  mile  post  and  has 
designated  a  J  &  S  annuity. 

In  most  such  cases,  the  employee's  spouse  receives  life  insurance  or  a 
combination  of  life  insurance,  accident  insurance  and/or  workers'  compensation 
annuity  as  the  circumstances  warrant.   The  pension  annuity  will  not  be  paid  in 
most  instances.   If  this  provision  is  enacted,  it  would  duplicate  these 
benefits  and  most  benefit  plans  would  be  modified  to  avoid  this  result. 
Unfortunately  for  the  surviving  spouse,  the  resulting  benefit  may  be  smaller 
in  amount  and  value.   In  cases  involving  younger  employees,  the  monthly 
pension  annuity  would  be  quite  small  since  several  actuarial  reductions  would 
be  applied.   For  many  reasons  the  spouse  would  be  better  served  by  receiving 
tax  free  lump  sum  life  insurance  rather  than  taxable  pension  benefits. 
Information  provided  to  us  by  the  EBRI  confirms  this  observation. 

Reaction  among  our  members  to  this  change  is  mixed.   Most  would  respond 
by  reducing  life  insurance  benefits  currently  being  used  to  meet  this 
contingency.   Many  would  prefer  to  see  Congress  raise  the  25  year        old 
limit  on  the  amount  of  life  insurance  that  can  be  purchased  tax-free  for 
employees.   Such  an  increase  is  long  overdue  and  would  allow  many  employers  to 
improve  existing  life  insurance  benefits,  which  they  believe  are  a  better 
benefit  for  most  widows  and  widowers. 
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DIVORCE  SITUATIONS 

Divorce  is  another  problem  area  for  pensions,  employees  and  spouses. 

ERISA  was  designed  to  protect  the  pension  rights  of  employees.  Where 
the  interest  of  an  employee  is  at  odds  with  that  of  a  spouse,  such  as  in  a 
divorce  situation,  ERISA  protects  the  employee  just  as  it  would  in  a  dispute 
between  an  employee  and  his  or  her  creditors.   Two  features  of  ERISA  play 
prominent  roles  in  this  protection.   One  is  the  alienation  and  assignment 
provision,  which  prohibits  a  pension  plan  from  honoring  any  garnishment  or 
other  court  judgment  against  an  employee's  pension.   The  second  is  the 
preemption  provision  that  prohibits  a  state  law  from  overriding  or  interfering 
with  the  ERISA  protections. 

In  divorce  situations,  the  pension  plan  is  often  faced  with  court  orders 
to  divide  up  a  pension  right  and/or  make  distributions  from  the  pension  to  the 
spouse  rather  than  to  the  employee.   Should  the  plan  honor  the  court  order,  it 
violates  ERISA  and  is  liable  to  the  employee  (and  other  participating 
employees)  for  any  losses  to  the  plan.   Despite  intense  litigation,  the  law 
remains  unclear  because  of  conflicting  court  decisions.   The  Chamber  welcomes 
legislation  to  clarify  pension  plan  responsibilities  under  such  circumstances. 

From  our  perspective,  the  more  acceptable  approach  to  this  problem  would 
be  to  maintain  federal  preemption  of  state  law  but  would  allow  plans  to  honor 
state  divorce  court  orders  requiring  assignment  of  all  or  a  portion  of  an 
employee's  accrued  vested  interest  in  a  pension,  but  subject  to  the  terms  of 
the  plan.  Furthermore,  this  change  should  be  on  a  prospective  basis  and 
direction  should  be  given  on  how  to  calculate  a  subsequent  spouse's  survivor 
annuity.   This  appears  to  be  an  acceptable  compromise  among  the  interests  of 
the  state  in  the  welfare  of  its  citizens,  the  spouse,  the  employee,  plan 
participants,  and  the  employer. 
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LUMP  SUM  BENEFITS 

In  discussing  women's  pension  and  spousal  annuities,  I  want  to  call 
attention  to  a  problem  we  face  with  increasing  frequency, — lump-sum  benefits. 
If  ERISA  is  to  be  amended  to  increase  the  number  of  spousal  annuities  and 
small  pension  annuities,  this  problem  may  become  monumental.   ERISA  currently 
allows  employers  to  provide  a  lump-sum  benefit  whenever  the  current  actuarial 
value  of  the  benefit  is  $1,750  or  less.   This  was  the  amount  adopted  in  1974 
as  a  reasonable  figure  to  spare  employers  from  the  expense  of  administering 
small  pension  annuities  over  a  long  period  of  time.   In  light  of  inflation 
since  1974,  this  figure  should  be  increased  significantly  and  should  be 
indexed  as  well. 

SUMMARY 

In  summary,  legislation  can  not  overcome  all  of  the  problems  women 
present  for  pension  plans.   Indeed,  many  of  these  problems  are  disappearing  as 
women  change  their  working  patterns.   As  for  H.R.  2100  the  Chamber  can  not 
support  the  provisions  on  on  breaks-in-service.   We  don't  believe  Congress 
ought  to  be  in  the  business  of  designing  pensions.   We  have  reservations  about 
lowering  the  age  for  participation  and  vesting  requirements  but  are  not 
opposed  to  these  changes.   We  are  also  troubled  by  the  proposal  to  mandate  a 
taxable  pension  annuity  when  non-taxable  life  insurance  is  so  much  more 
effective.   Conversely,  we  fully  support  efforts  to  tighten  J  &  S  annuity 
waivers  and  to  clarify  the  obligations  of  a  pension  in  cases  of  divorce. 

Thank-you,  Mr.  Chairman,  for  this  opportunity  to  present  these  comments. 
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The  Honorable  William  Clay 

Chairman 

Subcommittee  on  Labor-Management  Relations 

U.S.  House  of  Representatives 

Washington,  D.C.   20515 

Re:   Written  Statement  of  the 
Western  Conference  of 
Teamsters  Pension  Trust 
Fund  —  September  29, 
1983  Hearing  on  Pension 
Equity  for  Women 

Dear  Mr.  Chairman: 

This  statement  is  respectfully  submitted  on  behalf  of 
the  Western  Conference  of  Teamsters  Pension  Trust  Fund  (the 
"WCT  Plan")  for  consideration  by  the  Subcommittee  on  Labor- 
Management  Relations  in  connection  with  the  September  29, 
1983,  hearing  on  pension  equity  for  women  and  on  H.R.  2100, 
the  Private  Pension  Reform  Act  of  1983. 

The  WCT  Plan  is  the  largest  multiemployer  pension  plan 
in  the  United  States.   The  WCT  Plan  currently  receives  con- 
tributions on  behalf  of  more  than  400,000  employees  working 
under  Teamster  collective  bargaining  agreements  with  over 
14,000  employers  in  13  Western  states,  and  currently  pays 
benefits  to  more  than  100,000  persons.   The  WCT  Plan  is 
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administered  by  a  28-person  Board  of  Trustees,  consisting  of 
an  equal  number  of  employer  and  union  representatives,  pur- 
suant to  the  Labor-Management  Relations  Act,  1947. 

SUMMARY 

The  WCT  Plan  supports  several  provisions  of  H.R.  2100. 
In  particular,  we  strongly  support  amendments  that  would  ex- 
pressly permit  the  assignment  of  pension  benefits  in  domestic 
relations  agreements  and  court  orders,  such  as  those  relating 
to  divorce,  alimony,  and  child  support.   Sections  3  and  4  of 
H.R.  2100  would  help  to  reduce  the  unfortunate  confusion  in 
this  important  area. 

Our  experience  with  more  than  1400  cases  involving  the 
divorce  proceedings  of  our  plan  participants  has  convinced 
us  that  it  is  extremely  important  that  reasonable  Federal 
procedures  also  be  provided  in  order  to  further  clarify  the 
rules  relating  to  the  assignment  of  pension  benefits  in 
domestic  relations  matters,  and  to  minimize  the  potential 
for  litigation  for  the  benefit  of  all  concerned.   Reasonable 
federal  procedures  that  clarify  many  of  the  unresolved  issues 
would  reduce  the  costs  and  burdens  borne  by  spouses  seeking 
a  share  of  pension  assets.   Reasonable  procedures  would  also 
help  to  reduce  the  costs  borne  by  participants  and  plans, 
such  as  the  substantial  administrative  expenses  of  the  WCT 
Plan  related  to  its  involvement  in  the  divorce  actions  of 
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participants,  and  to  minimize  the  potential  liability  of 
plans  for  multiple  payments  of  the  same  benefits. 

Like  most  collectively  bargained  plans,  the  WCT  Plan 
does  not  impose  minimum  age  requirements  for  participation, 
vesting,  or  benefit  accrual.   Thus,  the  Plan  currently  sat- 
isfies the  requirements  of  sections  5  and  6,  which  would 
lower  the  permitted  age  limitations  for  participation  and 
vesting. 

The  WCT  Plan  also  generally  requires  the  written  con- 
sent of  the  spouse  before  a  participant  may  elect  not  to 
receive  joint  and  survivor  annuity.   We  suggest  that  addi- 
tional consideration  be  given  to  special  problems  that,  in 
our  experience,  are  likely  to  arise  in  this  area,  such  as 
when  the  spouse  of  a  participant  can  not  be  located. 

We  are  concerned  about  two  provisions  o^  H.R.  2100  that 
would  impose  significant  additional  funding  costs  or  admin- 
istrative burdens  upon  the  WCT  Plan.   Increased  costs  must 
be  paid  from  the  general  assets  of  the  WCT  Plan,  and  thus 
reduce  the  amount  of  funds  available  to  pay  existing  bene- 
fits or  to  improve  benefits  for  participants  generally. 
Increased  costs  also  have  the  effect  of  increasing  the  withdrawal 
liability  of  employers  who  stop  contributing  to  the  plan, 
and,  in  general,  weakening  the  funding  of  the  plan.   For 
these  reasons  and  others  discussed  below,  we  oppose  the 
proposed  expansion  of  ERISA's  early  survivor  requirement  to 
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all  married  participants  with  10  years  of  vesting  service. 
This  requirement  would  be  a  costly  and  unnecessary  perceived 
improvement  that,  in  most  cases,  would  merely  be  supple- 
mental to,  or  a  substitute  for,  group  life  insurance  bene- 
fits or  other  benefits  that  retirement  plans  commonly  do 
provide. 

One  problem  that  frequently  arises  is  that,  because  of 
the  size  and  complexity  of  the  WCT  Plan,  requirements  that 
might  be  relatively  easy  for  a  small  plan  to  satisfy,  and 
that  might  even  pose  little  difficulty  for  a  large  single- 
employer  plan,  are  often  burdensome  and  sometimes  impossible 
for  the  WCT  Plan  and  many  other  multiemployer  plans  to  sat- 
isfy.  An  example  of  such  a  requirement  is  the  proposal  to 
grant  benefit  credit  for  certain  maternity  and  paternity 
leave.   This  requirement  would,  in  its  present  form,  create 
enormous  administrative  burdens  for  the  WCT  Plan,  in  addi- 
tion to  increased  benefit  costs,  because  the  Plan  presently 
has  no  way  of  knowing  the  reason  why  an  employee  is  absent 
from  work.   This  requirement,  and  the  expanded  early  sur- 
vivor annuity  requirement,  would  also  impose  unanticipated 
increases  in  plan  liabilities;  multiemployer  plans  need 
adequate  time  to  ensure  that  any  such  additional  liabilities 
will  be  adequately  funded. 

Accordingly,  we  suggest  employers  should  be  required  to 
provide  multiemployer  plans  with  the  information  necessary 
to  provide  proper  credit  for  maternity  or  paternity  leave. 
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We  also  recommend  that  multiemployer  plans  be  permitted 
adequate  time  —  such  as  one  collective  bargaining  agreement 
cycle  —  to  implement  any  changes  with  regard  to  maternity 
or  paternity  leave  and  any  expanded  early  survivor  annuity 
requirements. 

Following  is  a  more  detailed  discussion  of  our  comments 
on  various  provisions  of  H.R.  2100. 

DETAILED  COMMENTS  ON  H.R.  2100 

I.   Assignment  of  Benefits  in  Domestic  Relations  Proceedings 
(Sections  3  and  4)  —  Procedural  Rules  Should  Be  Added 
To  Further  Reduce  Uncertainty 

The  WCT  Plan  strongy  supports  amendments  to  ERISA  to 
make  it  clear  that  pension  benefits  may  be  assigned  or  divided 
in  the  context  of  domestic  relations  matters,  such  as  under 
agreements  and  court  orders  relating  to  divorce,  marital  or 
child  support,  and  community  property.   However,  we  strongly 
recommend  that  Federal  procedural  rules  also  be  added  to 
eliminate  or  minimize  a  variety  of  additional  conflicts  that 
frequently  arise  and  will  continue  to  arise.   As  described 
below,  the  addition  of  such  procedural  rules  would  further 
the  intent  of  sections  3  and  4  to  facilitate  the  division  of 
pension  benefits  in  appropriate  circumstances. 

The  apparent  conflict  between  the  rules  of  ERISA  and 
the  rights  of  divorced  or  separated  spouses  and  their  chil- 
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dren  has  created  a  great  deal  of  unfortunate  litigation, 
delay,  and  expense.   Although  the  general  judicial  trend  has 
been  to  permit  the  assignment  of  pension  benefits  to  satisfy 
family  support  obligations,  this  issue  continues  to  be  liti- 
gated.  Sections  3  and  4  would  provide  needed  certainty  by 
removing  from  ERISA's  general  preemption  and  anti-alienation 
provisions  those  family  support  agreements,  court  orders, 
and  property  settlements  that  are  sufficiently  explicit 
regarding  the  benefits  to  be  paid  and  the  identity  of  the 
payee,  and  that  comport  with  the  terms  of  the  plan. 

However,  the  bill  would  leave  unresolved  many  important 
questions  that  frequently  arise  in  the  numerous  cases  where 
the  property  settlement  or  court  order  is  entered  years 
before  the  benefits  are  to  be  paid.   For  example,  what  fur- 
ther steps,  if  any,  should  be  taken  by  a  plan  when  the  court 
order  is  not  specific  with  respect  to  matters  such  as  the 
form  or  amount  of  the  benefits  to  be  paid  to  the  former 
spouse?   In  this  common  situation,  plans  do  not  know  whether 
to  guess  at  the  court's  (and  the  parties')  intent,  or  whether 
to  seek  further  clarification,  if  it  can  be  obtained.   Another 
common  problem  is  determining  the  proper  procedure  for  notifying 
former  spouses  that  benefits  are  to  commence,  and  what  to  do 
with  amounts  that  are  payable  when  former  spouses  cannot  be 
located.   An  additional  unsettled  question  is  whether  a 
former  spouse  receiving  benefits  from  a  plan  is  a  "participant" 
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for  various  ERISA  purposes  (e.g. ,  reporting  and  disclosure, 
PBGC  premiums,  etc.).   We  are  concerned  that,  in  the  absence 
of  uniform  procedural  rules  that  provide  reasonable  mechanisms 
for  resolving  such  problems,  the  proposed  domestic  relations 
amendments  to  ERISA  will  not  substantially  achieve  the  objectives 
of  providing  certainty  and  reducing  litigation. 

The  additional  burdens  and  costs  caused  by  the  un- 
certainty in  present  law  are  illustrated  by  the  experience 
of  the  WCT  Plan.   In  the  five-year  period  from  1978  through 
1982,  the  WCT  Plan  has  been  involved  in  more  than  1,400  new 
family  support  and  community  property  cases.   Many  of  these 
cases  continue  almost  indefinitely,  and  a  large  number  in- 
volve participants  who  are  many  years  away  from  actually  re- 
ceiving benefits.   We  are  anticipating  over  400  new  cases  in 
1983  alone.   In  many  cases,  the  WCT  Plan  is  actually  joined 
as  a  party  to  the  domestic  relations  dispute,  pursuant  to 
specific  provisions  under  California  law  or  other  similar 
state  laws.   In  other  cases,  significant  plan  involvement 
has  been  determined  to  be  necessary  to  avoid  duplicate  claims 
and  liability  and  contempt  citations,  as  well  as  to  minimize 
the  incidence  of  court  orders  or  property  settlements  that 
are  contrary  to  the  terms  of  the  WCT  Plan  or  applicable  law. 

In  summary,  we  support  the  enactment  of  sections  3  and 
4,  but  we  strongly  urge  the  Subcommittee  to  consider  additional 
provisions  along  the  lines  outlined  above.   In  particular. 
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we  believe  the  Subcommittee  should  consider  incorporating 
many  of  the  provisions  contained  in  section  1606  of  H.R. 
3071  (the  "ERISA  Simplification  Act  of  1983",  sponsored  by 
Congressmen  Erlenborn,  Conable,  and  others)  in  order  to 
provide  a  more  comprehensive  solution  to  the  problems  that 
have  arisen  —  and  will  continue  to  arise  —  in  the  domestic 
relations/employee  benefits  fields.   We  would  be  pleased  to 
work  with  the  Subcommittee  and  its  staff  toward  the  enactment 
of  legislation  that  fairly  resolves  the  legitimate  concerns 
of  participants,  spouses,  and  plans  in  this  important  area. 

II.   Joint  s  Survivor  Annuity  Changes  (Section  2) 

The  bill  would  make  a  variety  of  changes  in  the  rules 
governing  joint  and  survivor  annuities.   For  the  reasons 
given  below,  the  WCT  Plan  opposes  the  proposed  expanded 
early  survivor  annuity  requirement,  and  offers  a  technical 
comment  on  the  proposed  spousal  consent  requirement. 

A.    Expanded  Early  Survivor  Annuity  Requirements 

The  proposed  change  in  this  area  of  major  concern  to 
the  WCT  Plan  relates  to  the  requirement  that  a  plan  provide 
for  the  payment  of  a  survivor  annuity  benefit  on  account  of 
the  death  of  any  participant  who  has  accumulated  10  years  of 
vesting  service,  unless  the  participant  specifically  rejects 
that  benefit.   Under  present  law,  plans  are  generally  re- 
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quired  to  provide  this  benefit  only  with  respect  to  vested 
participants  who  reach  early  retirement  (usually  age  55,  but 
in  any  event  no  earlier  than  age  55)  while  still  in  employ- 
ment covered  by  the  plan.   I.R.C.  §  401(a) (11) (C) . 

In  our  view,  this  proposed  expansion  of  the  early  sur- 
vivor annuity  rules  would  unnecessarily  impose  significant 
additional  benefit  costs  on  multiemployer  plans,  increase 
the  potential  liability  of  employers  who  withdraw  from  plans, 
and  result  in  substantially  increased  administrative  burdens 
and  costs.   We  urge  that  this  proposal  be  deleted  from  the 
bill  for  the  following  reasons. 

(1)  It  should  be  noted  at  the  outset  that,  even  if 
plans  are  allowed  to  "charge"  participants  for  the  expanded 
benefit,  as  a  practical  matter  most  multiemployer  plans  will 
have  to  absorb  these  additional  costs.   This  is  because  most 
multiemployer  plans  simply  are  not  equipped  to  communicate 
to  active  participants  the  information  they  need  to  decide 
whether  or  not  the  spouse  benefit  should  be  accepted.   For 
example,  the  WCT  Plan  attempted  to  administer  the  current 
rules  on  an  elective  basis  after  ERISA's  provisions  in  this 
area  became  effective,  but  the  Plan  was  subsequently  amended 
to  provide  the  early  survivor  annuity  on  a  mandatory  basis, 
without  charge,  after  1979. 

(2)  The  actuary  for  the  WCT  Plan  has  estimated  that 
the  expanded  survivor  benefit  would  represent  a  current 
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annual  cost  of  $2  million  for  the  WCT  Plan.   In  addition, 
the  total  increase  in  the  unfunded  vested  liability  of  the 
Plan  may  be  as  great  as  $65  million,  or  approximately  6  per- 
cent of  the  current  unfunded  vested  liability.   Such  an 
increase  would  have  a  significant  adverse  impact  on  the 
funding  of  the  WCT  Plan.   Any  such  increase  would  have  to  be 
taken  into  account  in  determining  whether  (or  to  what  ex- 
tent) retirement  benefits  provided  by  the  WCT  Plan  may  be 
increased  and  in  evaluating  the  adequacy  of  current  employer 
contribution  rates  to  provide  current  Plan  benefits.   More- 
over, by  directly  increasing  the  amount  of  unfunded  vested 
benefits  under  the  WCT  Plan  and  similar  plans,  the  with- 
drawal liability  of  employers  that  withdraw  from  the  Plan 
would  immediately  and  substantially  increase.   This  would 
weaken  the  financial  condition  of  the  WCT  Plan  and  make  it 
more  difficult  to  attract  new  employers  to  join  the  Plan. 

(3)   The  purpose  of  the  provision  would  appear  to  be  to 
provide  protection  in  the  event  of  a  spouse's  premature 
death.   We  believe  that  this  purpose  is  better  served  where 
funds  are  used  to  purchase  life  insurance  rather  than  pro- 
vide for  additional  benefits  upon  premature  death.   If  the 
participant  dies  at  a  relatively  young  age,  the  pension 
benefits  are  likely  to  be  extremely  small  and  insufficient 
to  support  the  surviving  spouse  and  any  children,  whereas 
life  insurance  can  generally  be  expected  to  provide  much 
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more  substantial  support.   Indeed,  life  insurance  is  de- 
signed to  fill  this  precise  need.   Thus,  we  not  only  seri- 
ously question  the  advisability  of  any  further  legislation 
that  would  impose  increased  costs  on  plans,  but  we  also 
believe  it  is  particularly  important  that  retirement  plan 
costs  not  be  increased  to  provide  what  is,  in  large  part,  a 
benefit  that  typically  will  be  supplemental  to,  or  in  lieu 
of,  group  life  insurance  benefits,  particularly  where  in- 
surance is,  almost  by  definition,  the  more  appropriate  solu- 
tion to  this  problem. 

(4)   Expanded  early  survivor  annuity  benefits  will 
impose  an  additional  layer  of  administrative  burdens  on 
plans  with  attendant  cost  increases,  in  addition  to  the 
substantial  costs  of  increased  benefits  payments.   For  ex- 
ample, because  the  bill  proposes  that  the  survivor  benefit 
not  be  payable  to  the  spouse  prior  to  early  retirement  age, 
plans  may  have  to  keep  track  of  the  whereabouts  of  spouses 
of  vested  participants  who  died  as  many  as  25  years  before 
the  benefit  is  payable.   Frankly,  we  suspect  that  many  such 
surviving  spouses  will  have  entirely  forgotten  that  they  are 
even  entitled  to  the  benefit  (which,  of  course,  would  be 
extremely  small  for  a  spouse  of  a  participant  who  died  at  a 
relatively  young  age).   We  recognize  that  it  may  be  possible 
to  develop  solutions  to  this  substantial  administrative 
problem  and  others  (e.g. ,  determining  the  entitlement  of 
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participants  who  attain  10  years  of  vesting  service  solely 
as  a  result  of  one  or  more  years  of  service  with  a  con- 
tributing employer  which  are  not  peformed  under  the  col- 
lective bargaining  agreement).   However,  we  respectfully 
submit  that  these  major  concerns  raise  serious  questions  as 
to  the  justification  for  requiring  plans  to  provide  the 
expanded  survivor  benefit. 

B.   Proposed  Spousal  Consent  Requirement 

The  bill  would  amend  present  law  to  generally  require  a 
plan  to  provide  benefits  in  the  form  of  a  joint  and  survivor 
annuity  to  a  married  participant  unless  the  spouse  of  the 
participant  consents,  in  writing,  to  waive  the  joint  and 
survivor  form.   Based  on  experience,  there  is  little  ques- 
tion that  situations  will  regularly  arise  where,  according 
to  the  participant,  a  separated  spouse  can  not  be  located 
when  benefits  are  scheduled  to  commence  and  a  form  of  pay- 
ment must  be  determined.   We  are  concerned  that,  in  these 
situations,  a  participant  may  be  required  to  accept  a  re- 
duced primary  annuity  even  though  his  or  her  spouse  may 
never  claim  any  survivor  annuity  payments  that  subsequently 
may  be  payable. 

The  Subcommittee  should  consider  providing  a  rule  to 
deal  with  this  situation.   One  alternative  would  be  to  per- 
mit payment  of  a  single  life  annuity  where  the  retiree  has 
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provided  the  plan  with  an  affidavit  to  the  effect  that  he  or 
she  has  made  all  reasonable  efforts  to  locate  the  spouse, 
but  such  efforts  have  been  unsuccessful.   Such  an  approach 
could  be  supplemented  by  a  provision  to  the  effect  that,  in 
the  event  the  spouse  is  subsequently  located  (e.g. ,  because 
the  spouse  contacts  the  plan)  while  the  participant's  bene- 
fits are  still  in  pay  status,  future  payments  shall  be  sus- 
pended until  a  new  election  out  (jointly  signed)  is  sub- 
mitted or  the  time  for  submitting  such  election  out  has 
expired.   Of  course,  it  is  essential  that,  if  any  alterna- 
tive along  these  lines  is  adopted,  it  be  made  clear  that 
plans  have  no  liability  with  respect  to  payments  made  in 
reliance  on  the  retiree's  affidavit  that  he  or  she  has  been 
unable  to  locate  the  spouse  or  is  not  married  when  benefits 
are  scheduled  to  commence. 

IV.   Maternity/Paternity  Leave  (Section  7)  —  The  Bill 

Should  Address  The  Special  Problems  of  Multiemployer  Plans 

Section  7  would  require  that  up  to  52  weeks  of  em- 
ployer-approved maternity  leave  be  credited  for  participa- 
tion, vesting,  and  benefit  accrual  purposes  (to  the  extent 
of  20  hours  per  week)  as  well  as  for  determining  whether  a 
break  in  service  has  occurred.   This  provision  would  result 
in  unanticipated  increases  in  plan  liabilities.   Accordingly, 
if  it  is  considered  appropriate  to  provide  special  credits 
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for  maternity  leave  (and  the  expanded  early  survivor  protec- 
tion described  above),  we  recommend  that  the  requirements 
not  apply  to  a  collectively  bargained  plan  until  the  end  of 
the  collective  bargaining  agreement  or  agreements  that  cur- 
rently provide  the  basis  for  employer  contributions.   This 
would  allow  multiemployer  plans  adequate  time  to  ensure  that 
the  additional  liabilities  will  be  adequately  funded.   More- 
over, it  would  provide  time  for  plans  to  develop  administra- 
tive procedures  to  account  for  this  new  type  of  service 
credit. 

Multiemployer  plans  also  have  special  problems  in  ob- 
taining detailed  information  regarding  individual  plan  par- 
ticipants.  Whereas  a  single  employer  plan  is  almost  always 
linked  to  the  employer  and  generally  may  be  presumed  to  have 
access  to  the  employer's  records,  that  assumption  generally 
does  not  apply  to  multiemployer  plans.   It  clearly  does  not 
apply  to  the  WCT  Plan  with  over  14,000  contributing  em- 
ployers in  13  states. 

There  is  every  reason  to  expect  that  the  WCT  Plan  (and 
other  multiemployer  plans)  would  experience  tremendous  dif- 
ficulties in  determining  and  crediting  (for  any  purpose)  the 
proper  amount  of  hours  under  these  provisions.  In  the  case 
of  the  WCT  Plan,  tens  of  thousands  of  persons  leave  and 
enter  (or  rejoin)  the  Plan  each  year.  The  Plan  itself  gen- 
erally has  no  need  to  know,  and  does  not  know,  the  par- 
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ticular  reason(s)  why  it  may  no  longer  be  receiving  employer 
contributions  for  a  particular  individual.   Moreover,  the 
records  of  contributions  made  for  a  particular  individual 
generally  are  not  kept  on  the  basis  of  the  identity  of  the 
individual's  employer  at  any  point  in  time.   In  the  course 
of  a  year,  one  participant  may  work  for  several  different 
contributing  employers,  and  the  periods  of  this  "covered 
work"  may  be  separated  by  months  when  no  employer  contribu- 
tions are  received  on  his  or  her  behalf.   Such  plans  have  no 
way  of  knowing  whether  the  individual  was  absent  from  work 
"by  reason  of  pregnancy  or  the  birth  of  a  child"  of  the 
individual,  or  "for  purposes  of  caring"  for  such  child. 
Multiemployer  plans  also  generally  have  no  way  of  knowing 
whether  such  an  absence  was  approved  by  the  employer,  or 
whether  the  individual  immediately  returned  to  work  for  the 
same  employer. 

In  view  of  the  foregoing  practical  problems,  we  strongly 
recommend  that  any  legislation  in  this  area  make  it  clear 
that  the  employers  contributing  to  a  multiemployer  plan  are 
required  to  notify  the  plan  promptly  when  any  of  their  em- 
ployees are  or  may  be  entitled  to  credit  for  approved  mater- 
nity or  paternity  leave,  and  to  indicate  the  extent  to  which 
such  credit  should  be  given. 
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We  appreciate  this  opportunity  to  submit  our  views. 
Please  feel  free  to  contact  Douglas  w.  Ell  of  this  office, 
or  either  of  the  undersigned,  if  you  have  any  questions  or 
if  we  may  be  of  assistance  regarding  any  matter  discussed 
herein. 


Respectfully  submitted. 


ChM^a^  ^\^J^ 


Charles  A.  Storke  Louis  T.  Mazawey 

Pillsbury,  Madison  &  Sutro  Groom  &  Nordberg,  Chartered 

225  Bush  Street  1775  Pennsylvania  Ave.,  N.W. 

San  Francisco,  California  Washington,  D.C.   20006 
94104 

Attorneys  for 

Western  Conference  of  Teamsters  Pension  Trust  Fund 


Mr.  Clay.  We  thank  you  for  testifying  today. 

[Whereupon,  at  12:15  p.m.  the  subcommittee  was  adjourned.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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EXECUTIVE  SUMMARY 


Women's  Pension  Equity 

Since  the  National  Association  of  Manufacturers  has  long 
advocated  equal  rights  and  greater  opportunities  for  all  persons, 
we  support  the  objectives  of  the  proponents  of  the  pending 
legislation,  that  is,  to  promote  public  policies  which  will 
assure  adequate  economic  security  for  women  in  their  retirement 
years.   There  are  compelling  reasons  to  be  particularly  sensitive 
to  the  needs  of  non-working  dependent  spouses,  especially  those 
who  are  of  retirement  age  without  sufficient  sources  of  income. 
However,  there  is  also  a  need  to  recognize  the  changing 
composition  of  the  workforce  when  Congress  makes  important  policy 
determinations.   The  evidence  is  unmistakable  that  the  percentage 
of  career  women  has  increased  substantially  in  the  recent  past. 
These  are  women  whose  attachment  to  the  workforce  will  be  steady 
and  long  term  and  who  can  expect  to  accrue  rights  to  a  meaningful 
pension  on  their  own  and  not  as  a  result  of  a  marital 
relationship.   With  this  in  mind,  the  NAM  would  like  to  summarize 
its  response  to  some  key  provisions  of  the  pending  legislation, 
o   deferred  survivor  annuity  option.   NAM  supports  this  provision 
which  would  allow  participants  who  have  worked  ten  or  more  years 
under  a  plan  to  take  a  reduction  in  their  expected  pension 
benefits  in  order  to  provide  a  survivor's  benefit  for  their 
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husbands  or  wives.   We  would  ask,  however,  that  conditions  be 
incorporated  so  as  to  minimize  the  administrative  costs  to  plan 
sponsors  and  that  circumstances  be  such  so  that  benefits  payable 
to  the  surviving  spouse  be  meaningful. 

o   state  law  property  settlements.   NAM  supports  the  proposed 
changes  to  the  anti-alienation  provisions  of  ERISA  and  a 
clarification  of  the  various  parties'  responsibilities  when 
confronted  with  dividing  benefits  under  state  court  decrees  in 
cases  of  divorce.   We  believe,  however,  that  the  amount  awarded 
to  the  divorced  spouse  should  not  exceed  the  accrued  benefit  at 
the  time  of  divorce;  and,  that  the  courts  should  not  be  able  to 
order  an  immediate  cash-out  of  the  present  value  of  the  awarded 
benefit  eimount  to  the  divorced  spouse. 

o  participation  requirements;   reducing  the  age  from  25  to  21. 
While  NAM  observes  that  many  of  its  members  already  credit 
service  from  the  date  of  employment,  we  can  not  endorse  mandating 
a  reduction  to  age  21  for  purposes  of  participation.   Because  of 
the  generally  higher  mobility  among  younger  workers,  particularly 
those  under  age  30,  the  results  could  be  a  type  of  severance  pay 
rather  than  a  benefit  p>ayable  in  retirement. 

o  breaks-in-service;   maternity/paternity  leave.   NAM  can  not 
support  the  creation  of  a  separate  category  to  receive  special 
treatment  for  a  specific  type  of  leave.   We  feel  that  the  present 
break-in-service  rules  under  ERISA  are  sufficient  for  most 
situations  of  normal  pregnancy/maternity.   If,  however. 


131 


amendments  are  made  in  this  regard,  we  would  ask  that  safeguards 
be  incorporated  so  as  to  assure  that  the  employee  is  indeed 
attached  to  the  workforce  and  that  leave  apply  for  purposes  of 
participated  only  and  not  for  benefit  accrual, 
o   joint  and  survivor  spousal  consent,   NAM  observes  that  the 
provision  to  require  spousal  consent  in  writing  if  a  form  other 
than  J&S  is  elected  would  add  to  the  administrative  costs  of  plan 
sponsors . 

o  unisex  insurance.   NAM  feels  that  the  issues  relating  to 
unisex  as  applied  to  pensions  and  annuities  have  been  adequately 
disposed  of  by  the  decision  in  Arizona  Governing  Committee  v. 
Norris.   We  would  oppose  any  attempts  to  mandate  retroactive 
application  of  the  decision. 

o  effective  dates.   So  that  plan  sponsors  will  be  able  to  reduce 
or  contain  the  administrative  costs  associated  with  amending 
plans,  NAM  would  urge  that  any  further  changes  in  the  obligations 
of  plan  sponsors  be  coordinated  with  the  applicable  effective 
dates  of  the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982 
(TEFRA) . 
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Prepared  Statement  of  American  Academy  of  Actuaries 

Lowering  the  Age  Limitation  for  Minimum  Parlflclpatlon  Standards 

This  provision,  contained  In  Section  5  of  the  bill,  reduces  the  age  limit 
for  required  participation  from  25  to  21.   The  change  would  Increase  the  cost 
of  pension  plans  but  would  provide  only  modest  or  no  benefit  Improvement  to 
plan  participants.   Those  Instances  where  no  benefit  enhancement  would  result 
include: 

(1)  any  employee  hired  after  age  24; 

(2)  any  employee  hired  before  age  2^  who  Is  covered  by  a 
plan  that  retroactively  grants  benefit  service  from 
date  of  employment,  upon  initial  participation  In  the 
plan;  and 

(3)  any  employee  who  retires  or  terminates  from  a  plan 
after  obtaining  the  maximum  benefit  service  allowed 
under  the  plan. 

On  the  other  hand,  this  provision  would  Increase  the  cost  of  operating 
and  administering  pension  plans  as  a  result  of  the  following; 

(1)  the  earlier  accrual  of  benefits; 

(2)  the  additional  number  of  employees  terminating  with 
deferred  vested  benefits; 

(3)  the  expansion  In  employees  considered  in  calculating 
PBGC  premiums; 
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(4)  the  Increase  in  participants  who  must  receive  summary 
plan  descriptions  and  other  plan  Information;  and 

(5)  the  added  administrative^  auditing  and  actuarial  work 
due  to  the  increase  in  participants  covered  by  the  plan. 

The  number  of  people  benefitting  from  this  provision  and  the  relative 
size  of  the  Improvement  may  not  warrant  the  added  expense.  Consideration 
should  be  given  to  the  cost-effectiveness  of  this  proposal. 

As  an  alternative  to  the  language  in  the  bills,  it  might  be  equally 
acceptable  to  retain  the  age  25  participation  requirement  but  to  require 
retroactive  granting  of  vesting  and  benefit  service  to  age  21.  This  proposal 
will  avoid  the  cost  increases  noted  in  items  (2)  through  (5)  above. 

Treatment  of  Maternity  or  Paternity  Leave 

This  provision  requires  the  crediting  of  service  during  certain  maternity 
or  paternity  leave.   Section  7  provides  for  the  accrual  of  benefit  service  at 
the  specified  weekly  rate  of  20  hours  of  service  for  up  to  52  weeks  of 
leave.   Thus,  H.R.2100  would  grant  service  time  for  purposes  of  minimum 
participation  standards,  minimum  vesting  standards,  and  benefit  accrual  during 
maternity  and  paternity  leave. 

Pension  plan  cost  would  rise  marginally  as  a  result  of  this  provision  due 
to  the  Increased  benefits  to  some  participants  and  due  to  the  added  record- 
keeping needed  with  respect  to  employees  absent  on  maternity/paternity 
leave.   Once  again,  consideration  should  be  given  as  to  whether  or  not  the 
small  degree  of  benefit  improvement  Is  worth  the  admittedly  modest  additional 
expense. 
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Requirement  to  Provide  Deferred  Annuity  to  Spouse  of  Participant  Who  Plea 
Before  Retirement  After  Ten  Years  of  Service 

Provisions  of  H.R.2100  would  require  that  pension  plans  provide  for  pre- 
retirement spouse's  benefit  coverage  in  the  event  of  a  participant's  death 
after  ten  years  of  vesting  service.   The  comaencement  of  benefit  would  be 
deferred  until  the  spouse's  annuity  start  date. 

This  change  would  give  rise  to  a  slight  Increase  In  cost  of  plan 
administration  and  record-keeping.   In  addition,  plan  costs  would  Increase 
somewhat  If  the  benefit  Is  provided  on  an  eraployer-pay-all  basis.     ERISA 
permits  the  election  of  one  of  three  alternative  vesting  schedules:   10-year 
cliff  vesting,  S-through-15  year  vesting,  and  the  rule  of  45  vesting. 
Consideration  should  be  given  to  modifying  this  provision  so  as  to  correspond 
to  the  permitted  vesting  schedules  allowed  under  ERISA. 

Retroactive  Application 

The  legislation  should  clarify  that  retroactive  application  of  certain 
provisions  is  not  contemplated.   For  example,  it  would  be  difficult  or, 
perhaps,  impossible  to  determine  the  required  service  credit  for 
maternity/ paternity  leave  that  a  current  participant  experienced  many  years 
ago. 
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f'REPARED  Statement  of  Dallas  L.  Sausbury,  Employee  Benefit 

Research  Institute 

SU>MARY 

Mr.  Chainnan,  it  is  a  pleasure  for  the  Employee  Benefeit  Research 
Institute  to  submit  this  statement  for  the  record.  EBRI  is  a  nonprofit, 
nonpartisan,  public  policy  research  organization  which  sponsors  research  and 
educational  programs  to  provide  a  sound  information  basis  for  policy 
decisions.  EBRI  does  not  take  positions  on  publjc  policy  issues  or  proposals. 

The  ultimate  goal  of  pension  plans  is  to  produce  benefits  that  help 
SL?)plement  the  economic  security  provided  by  Social  Security,  individual 
savings,  and  other  sources.  As  a  matter  of  law,  pension  provisions  must  be  the 
same  for  both  sexes. 

Historically,  pension  plan  expansion  has  followed  a  consistent 
pattern.  With  the  exception  of  the  1975-1977  period,  when  the  Employee 
Retirement  Income  Security  Act  was  being  implemented  the  number  of  tax 
qualified  plans  has  regularly  grown  at  an  annual  rate  of  10  percent  or  better 
(Table  1).  This  pattern  of  expanded  plan  availability  has  brought  with  it 
broader  exposure  to  pensions.  According  to  Census  data  68.3  percent  of 
civilian  workers  meeting  participation  standards  were  participating  in  a  plan 
in  1979.  The  aging  of  the  baby  boom  alone  could  account  for  another  10  percent 
increase  in  the  pension  participation  rate  over  the  remainder  of  this  decade. 

Benefit  entitlement  (vesting)  is  also  growing  dramatically:  from  6.3 
percent  of  all  private  sector  workers  in  1965,  to  19.5  percent  in  1974,  and 
27.1  percent  in  1979.  As  many  as  60  percent  of  regular  nonagricultural  workers 
who  retire  in  the  next  five  years  will  receive  a  pension  based  upon  their 
vesting  status  in  1979.  As  the  pension  system  matures  it  is  becoming 
increasingly  effective  in  providing  retirement  income  for  the  elderly.  This 
will  be  true  for  women  as  well  as  men. 
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WOMPJ  AND  PENSIONS 

The  law  explicitly  prohibits  discrimination  against  women  in  pension 
plans.  Yet  women  have  traditionally  been  less  likely  to  receive  pensions  than 
men,  creating  concern  about  the  equitable  treatment  of  pensions  on  the  basis  of 
sex.  As  our  full  statement  and  the  detailed  analysis  contained  in  it 
indicates,  the  changing  work  patterns  of  women  are  changing  the  pension  receipt 
situation  markedly. 

Female  labor  force  partiticpation  (see  Table  3)  grew  to  SI  percent  in 
1979  from  30.1  percent  in  1950.  For  women  age  twenty-five  to  thirty-four, 
participation  grew  to  over  63  percent  in  1979  from  34  percent  in  1950.  Over  60 
percent  of  all  women  eighteen  to  forty-four  were  working  by  1979;  over  69 
percent  of  those  twenty  to  twenty-four. 

Pensions  are  similar  to  Social  Security  in  that  meaningful  benefits 
can  only  be  earned  with  consistent  and  sustained  periods  of  employment  and 
participation.  Among  older  women,  especially  those  now  retired,  the  prevalence 
of  full-time  employment  outside  the  home  for  extended  periods  was  relatively 
rare.  For  example,  of  women  aged  sixty-one  or  over  in  1977  fewer  than  half  had 
at  least  ten  years  of  Social  Security  earnings  credits  during  the  prior  forty 
years  (see  Table  4). 

Labor  force  participation  data  indicates  that  women's  work  patterns 
are  shifting  significantly;  the  younger  cohorts  of  women  are  more  likely  to 
work  than  their  counterparts  in  older  cohorts  and  within  each  age  cohort  women 
are  more  likely  to  have  earnings  on  a  regular  basis  as  they  age.  As  these 
consistent  trends  continue  to  evolve  the  changing  role  of  women  in  the 
workforce  is  exposing  them  to  the  pension  system  to  a  much  greater  degree  than 
earlier  cohorts  of  women.  The  expansion  of  the  pension  system  itself  is  going 
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to  accentuate  the  effects  of  women's  increased  labor  force  attachment.  TWo 
income  sources  that  are  part  of  total  employee  benefits  must  also  be 
considered:  (1)  life  insurance  and  (2)  lumpsum  distributions. 

A  number  of  proposals  are  included  in  pending  bills  which  are  intended 
to  enhance  the  potential  of  benefit  receipt.  The  data  exists  in  the  public 
domain  to  test  some  of  these  proposals  against  that  goal.  Other  data  exists, 
but  is  not  publicly  available  for  analysis.  Finally,  the  Census  notes  that  an 
increasing  number  of  workiong  women  make  more  than  thier  working  spouse.  Thus, 
many  of  these  relationships  may  reverse  in  the  years  ahead. 
Reducing  Pension  Participation  Ages  to  21 

In  May  1979  there  were  11.1  million  workers  between  twenty-one  and 
twenty-four;  5.2  million  worked  for  an  employer  who  did  not  have  a  pension 
plan  (see  Table  8).  Another  2.6  million,  or  23.4  percent,  were  already 
participating  in  a  plan  but  had  not  yet  vested.  Slightly  more  than  1.1 
million,  or  10.3  percent,  had  already  vested  in  their  current  employer's  plan. 
Only  about  1.2  million  workers  twenty-one  to  twenty-four  years  old  were  working 
for  an  employer  with  a  pension  in  irfiich  they  were  not  yet  participating  and 
would  become  particpants  if  the  age  of  participation  were  reduced  to 
twenty-one.  Reducing  the  ERISA  participation  standard  to  age  twenty-one  in 
1979  would  have  increased  the  pension  participation  rate  among  women  by  only 
1.4  percent  and  among  men  by  .8  percent.  Those  \Ao  would  vest  under  an  age 
twenty-one  standard  would  likely  vest  under  current  law.  And,  due  to  the  aging 
of  the  baby  boom,  the  number  who  would  benefit  from  age  twenty-one 
participation  is  getting  even  smaller.  By  comparision,  newly  qualified  pension 
plans  have  given  participation  to  more  than  twice  as  many  people,  both  men  and 
women,  in  each  of  the  last  four  years.  Tlie  basic  question  that  policy  makers 
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should  consider  is  whether  it  is  worth  subsi-ntially  increasing  pension 

administration  burdens  in  order  to  increase  pension  participation  by  .7 

percent. 

Changing  Break-In  Service  Provisions 

S.19  would  eliminate  the  ERISA  break  in  service  rules  for  a  worker  on 
maternity  and  paternity  leave  for  up  to  one  year;  S.888  would  continue  to 
provide  service  credits  and  pension  accruals  during  the  one  year  leave  period. 
These  provisions  raise  a  question  that  can  be  looked  at  empirically:  does 
maternity  or  paternity  leave  result  in  significant  loss  of  service  credits  in 
private  pensions  under  ERISA  at  the  present  time? 

Our  simulations  indicated  that  as  few  as  5  percent  of  thirty-five  to 
forty-five  year  old  women  in  1979  with  more  than  five  years  of  service  may 
have  lost  service  credits  under  the  current  break  in  service  rules.  Our 
simulations  indicated  that  approximately  14  percent  would  have  realized 
additional  accruals  under  the  S.888  provision  as  compared  to  current  law.  (Xar 
simulations  also  indicate  that  female  labor  force  participation  is 
stabilizing.  Table  11  on  page  38  indicates  women  are  now  workaing  enough  to 
vest. 

Again,  policy  makers  must  weigh  these  benefits  against  additional 
administrative  and  funding  costs. 
Other  Potential  Policy  Options 

Reducing  the  participation  standards  or  adjusting  break-in  service 
rules  will  not  result  in  significantly  greater  pension  benefits  to  most  women. 
Further,  virtually  nothing  can  be  done  to  affect  the  pensions  of  women  on  the 
threshold  of  retirement  or  already  retired.  What  options,  then,  can  be  pursued 
to  improve  women's  pension  benefits  in  the  near  term  and  in  the  future? 
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o  Better  communication  and  utilization  of  joint  and  survivor  options 
might  help.  Note,  however,  that  the  prevalence  of  life  insurance 
coverage  among  pension  participants  may  make  this  a  smaller  problem 
than  it  seems.  This  benefit  also  affects  the  relevance  of  pre- 
retirement death  benefits  which  would  increase  plan  costs  by  about 
5.9%  as  proposed  in  the  bills  or  II  to  3%  at  age  45:  if  employers  are 
required  to  pay  death  benefits  they  may  reduce  the  life  insurance  they 
provide  (See  Appendix  I). 

o  Faster  vesting  is  frequently  proposed,  but  would  produce  little 

additional  retirement  income.  First,  because  in  defined  benefit  plans 
the  most  meaningful  accruals  are  at  later  ages  when  earnings  are 
highest  (see  Table  12).  Second,  because  most  workers  gaining 
entitlement  would  receive  a  very  small  cash  payment  that  is  normally 
spent,  not  "re-saved"  for  retirment.  Our  studies  indicate  that  over 
90  percent  would  receive  less  than  a  $2,000  lump  sum  distribution  as  a 
result  of  faster  vesting  (See  Appendix  II). 
o  Encouraging  the  creation  of  additional  pension  plans  would  result  in 
the  greatest  amount  of  added  pension  receipt  for  all  workers, 
including  women.  Careful  assessment  of  policy  changes  on  likely  plan 
sponsorship  decisions  would  help,  along  with  attention  to  the  relative 
level  of  ultiiiate  retirement  income  security  provided  by  different 
types  of  programs:  defined  benefit  and  defined  contribution. 

Filling  Information  Voids 

Efficient  and  effective  delivery  of  retirement  benefits  and 

appropriate  policies  would  be  enhanced  by  better  analysis  and  agreement  on  the 
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facts.  This  requires  information. 

As  evidenced  by  the  recent  Social  Security  reform  process,  agreement  on 

the  "facts"  is  an  essential  first  step.   In  the  area  of  pension  reform  such 

agreement  would  be  more  likely  if  data  that  exists  were  made  available  for 

public  analysis.  We  provide  two  examples: 

o  ERISA  requires  extensive  data  to  be  filed  with  the  government  at  a 
private  sector  cost  of  approximately  $100  million  per  year.  Since 
this  is  a  tax  deductible  business  expense  it  also  reduces  federal  tajc 
revenues  by  millions  of  dollars.  Yet,  this  gold  mine  of  data  has  not 
been  edited,  sampled,  or  released  since  1977. 
o  The  Department  of  Labor  paid  Arthur  Young  and  Co.  public  funds  to 
collect  data  on  retirement  income  from  over  600,000  retirees.   It  is 
the  richest  known  source  of  information  showing  combined  Social 
Security  and  pension  income  streams  on  the  basis  of  actual  program 
data,  yet  is  it  not  available  for  analysis  of  the  issues  before  you 
today.  These  data  could  provide  a  more  comprehensive  and  accurate 
picture  of  pension  recipients'  income  levels  than  any  of  the  clearly 
flawed  survey  data  on  which  we  now  must  depend.  UTiile  the  DOL 
research  staff  and  various  analysts  under  contact  have  analyzed  this 
information  over  the  last  two  years  these  data  are  not  available  for 
public  use.  TTie  DOL  staff  is  concerned  that  since  the  data  have  been 
matched  to  the  Social  Security  data  that  they  cannot  be  made  available 
to  private  analysts.  The  Congress  could  improve  this  situation  by 
clarifying  the  restrictions  in  the  Tax  Act  of  1976  limiting  the  use  of 
these  data  for  research  purposes. 
Great  care  must  also  be  taken  in  assessing  the  accuracy  of  the 
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information  provided  by  special  interests  in  advocating  that  particular 
policies  be  adopted.  The  debate  over  Social  Security  and  federal  employees 
represents  a  recent  example  of  the  creative  use  of  statistics.  The  debate  over 
pension  policy  sometimes  suffers  in  the  same  way.  For  example,  one  Senator 
noted  on  March  24,  1983,  regarding  the  issues  before  you  today:  "In  fact,  only 
21  percent  of  women  are  covered  by  pension  plans  compared  to  49  percent  of 
men."  Yet  the  May  1979  Current  Population  Survey  conducted  by  the  Bureau  of 
the  Census  found  that  52  percent  of  all  working  women  were  covered.  And,  among 
women  between  the  ages  of  twenty-five  and  sixty-four  in  wage  and  salary 
positions  vAo  had  been  with  their  employer  for  one  year  or  more,  61.8  percent 
were  participationg  in  a  pension  plan  in  1979  and  more  were  covered.  In  other 
words,  the  "facts"  provided  to  the  Senator  for  his  speech  were  off  by  148 
percent  if  he  was  talking  about  coverage  and  81  percent  if  he  was  talking  about 
participation. 

Ihis  concern  about  availability  and  interpretation  of  data  is  central 
to  EBRI's  charter  and  goes  beyond  the  deliberations  on  any  bills  now  before  the 
Congress.  The  problem  that  we  are  concerned  about  is  that  policy  is  frequently 
being  deliberated  without  the  benefit  of  the  facts.  We  are  convinced  that 
without  the  facts  policy  deliberations  can  be  misleading  with  the  potential 
that  ill-advised  or  ineffectual  but  expensive  policies  will  be  the  result.  The 
ultimate  result  will  be  that  fewer  people  will  receive  meaningful  benefits; 
when  the  objective  being  sought  was  greater  benefit  receipt.  The  ultimate  cost 
may  be  taht  fewer  new  pension  plans  are  created  because  of  the  cost-benefit 
shift. 

Such  an  ultimate  result  erels  i?)  hurting  the  intended  beneficiaries  and 
the  entire  nation  by  increasing  the-cost  of  our  products  and  decreasing  our 
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competitiveness.  This  costs  Americans  jobs,  reducing  tax  revenues,  and 
increases  social  program  expenditures. 

We  thank  you  for  the  opportunity  to  submit  this  statement.  We  offer 
our  further  analytic  services  to  you  on  this  or  related  issues.  We  join  you  in 
your  effort  to  bring  the  facts  to  bear  and  we  share  the  common  objective  of 
meeting  the  economic  needs  of  the  nation's  workers,  retirees,  and  less 
fortunate  in  the  most  efficient,  effective  and  equitable  manner  possible. 
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INTRODUCTION 

Mr.  Chainnan,  it  is  a  pleasure  to  submit  this  statement.   I  submit  it 
in  my  capacity  as  Executive  Director  of  the  Employee  Benefit  Research 
Institute.  EBRI  is  a  nonprofit,  nonpartisan,  public  policy  research 
organization  founded  in  1978.  EBRI  sponsors  research  and  educational  programs 
in  an  effort  to  provide  a  sound  information  basis  for  policy  decisions.  EBRI 
as  an  institution  does  not  take  positions  on  public  policy  issues. 

I  am  pleased  to  address  the  Committee  concerning  legislative  proposals 
related  to  "Women's  Pension  Equity."  The  analysis  focuses  primarily  on  the 
pension  provisions  in  these  proposals.  Before  turning  explicitly  to  the 
proposals,  however,  we  provide  some  general  background  on  pensions  that  help 
set  the  context  for  our  later  remarks. 
THE  PROCESS  OF  ACQUIRING  A  PENSION 

The  ultimate  goal  of  plans  is  to  produce  benefits  that  help 
si^plement  the  income  security  provided  by  Social  Security,  individual  savings, 
and  other  sources  of  economic  security.  The  process  for  acquiring  a  pension 
benefit  can  usually  be  spelled  out  in  relatively  straightforward  language  in  a 
plan  description.  The  rules  and  regulations  of  the  plan,  vdiich  must  meet 
federal  standards,  provide  a  road  map  for  acquiring  the  sought  after  benefits. 
The  process  of  acquiring  a  pension  becomes  complicated,  however,  when  these 
standardized  plan  rules  are  applied  across  a  diverse  work  force,  a  common 
characteristic  shared  by  most  employers. 

In  order  to  clarify  this  process  we  begin  our  analysis  with  the 
definition  of  four  terms  that  are  crucial  to  understanding  the  pension  issues 

we  take  xip  here. 
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Coverage  refers  to  worlers  whose  employers  sponsor  a  pension  plan. 
Participation  refers  to  workers  »Ao  have  satisfied  age  and  service 
requirements  in  at  least  one  retirement  plan.  Although  total 
participation  sometimes  refers  to  the  sum  of  active  members 
(participants  currently  employed  with  plan  sponsors)  and  inactive 
members  (beneficiaries  and  separated  vested  workers),  in  this 
discussion  "participation"  refers  to  active  members  only. 
Vested  Participation  refers  to  active  participants  with  nonforfeitable 
rights  to  employer  financed  pension  benefits.  Both  partially  vested 
and  fully  vested  participants  are  included  in  this  definition. 
Recipient  refers  to  individuals  receiving  a  pension  benefit. 
Each  of  these  four  terms  is  important  in  understanding  the  process  of 
pension  accrual  and  why  some  individuals  are  more  or  less  successful  than 
others  in  acquiring  a  pension. 
The  Availability  of  Pension  Coverage 

Employers'  compensation  costs  include  wages  and  expenses  for  employee 
retirement,  health,  life,  disability  benefits  and  various  other  benefits  and 
perquisites.  While  most  compensation  devices  provide  immediate  income  or 
benefits,  pensions  offer  potential  deferred  income.  Pension  entitlement 
results  from  a  long-lasting  employee-employer  relationship.  Workforce 
stability  in  specific  employer  groups  is  an  important  determinant  of  whether 
pensions  are  appropriate  compensation  vehicles  and,  thus,  vrfiether  employers 
offer  pension  coverage.  Three  employer  characteristics  affecting  this 
consideration  are  firm  age,  firm  size,  and  industry  classification.  Further 
the  unionization  status  of  the  employee's  workforce  also  affects  the  employer's 
decision  to  offer  a  pension  program. 
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Little  empirical  evidence  is  available  on  the  relationship  between 
firm  age  and  pension  plan  establishment.  However,  in  the  present  legal  and 
economic  environment,  the  new  business  failure  rate  suggests  it  is  impractical 
for  many  young  firms  to  offer  pensions  before  they  have  become  established. 
New  firm  pension  provisions  may  also  be  impractical  from  an  employee's 
perspective.  Even  young  companies  that  eventually  succeed,  initially  have 
limited  administrative  and  financial  resources.  Pension  coverage  would 
probably  require  a  trade-off  in  wages  or  other  employee  benefits,  and  it  is  not 
certain  that  young  firms  will  stay  in  business  long  enough  to  satisfy  pension 
commitments.  Where  future  benefits  are  secure,  workers  and  employers  still  may 
prefer  immediate  compensation.  Many  choose  higher  wages  or  health,  life  and 
disability  insurance  over  pensions.  Furthermore,  if  new  employers  provide 
pensions,  each  employee  potentially  represents  a  lifetime  financial  liability. 
Therefore  sound  business  judgment  may  dictate  restrictions  on  job  development 
and  hiring  practices  that  could  inhibit  new  job  growth  if  a  pension  were 
offered  before  the  firm  was  well  established. 

Finn  size  is  also  closely  related  to  pension  plan  availability. 
During  1979  average  private  sector  coverage  was  lowest,  26.1  percent,  in  firms 
with  fewer  than  25  workers.  As  the  firm  size  increased,  coverage  rates  rose 
steadily.  In  establishments  with  more  than  1,000  employees,  91.9  percent  of 
workers  were  covered.  Overall  public  sector  coverage  rates  are  higher  but  the 
same  pattern  is  reflected  --  larger  employers  provide  higher  coverage.  Pension 
protection  is  a  desirable  goal  but  it  is  not  the  primary  employer  goal.   Young 
firms  and  small  firms  produce  jobs  and  wages.  Considering  their  financial 
constraints,  it  may  not  be  realistic  or  wise  to  expect  them  to  also  provide 
pension  coverage  without  added  tax  incentives  and  some  relaxation  of  existing 
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regulations.  \J 

Industry  category  also  is  important  in  explaining  patterns  of  pension 
coverage.  In  part  this  results  from  the  different  industry  turnover  rates. 
Excessive  labor  mobility  interferes  with  the  more  enduring  employee -employer 
relationship  necessary  for  pension  entitlement.  For  example,  the  construction 
industry  is  sensitive  to  seasonal  and  economic  change  and  is  subject  to 
extensive  employment  level  fluctuations.  Retail  trade  and  services'  turnover 
rates  are  also  high  because  these  industries  are  characterized  by  small  firms 
and  easy-entry,  low  skill  jobs.  High  turnover  industries  generally  offer  low 
levels  of  pension  protection.  In  construction,  trade  and  services  less  than  58 
percent  of  employees  were  covered  during  1979.  Turnover  rates  were 
significantly  lower  in  the  other  industries  and  pension  coverage  was  much 
higher,  72  percent  or  more .2^/ 

Unionization  of  the  workforce  alters  the  process  through  vrfiich  the 
compensation  package  develops.  As  employee  bargaining  agents,  unions  negotiate 
wage  and  employee  benefit  trade-offs.  They  generally  advocate  liberal  pension 
policy.  In  May  1979,  employer  pension  programs  covered  88.2  percent  of  private 
sector,  unionized  nonagricultural  wage  and  salary  employees.  Oily  60.0  percent 
of  their  nonunion  counterparts  were  covered.  In  the  public  sector,  96.8 
percent  of  union  members  and  89.9  percent  of  nonunion  members  were  covered.  V 

While  it  is  employers  who  organize  and  sponsor  pension  plans  they  do 

17  RetiremeriFThcome  Opportunities  in  an  Aging  America:  Coverage  and  Benefit 
"Bititlement  (Washington,  D. C. :  The  Employee  Benefit  Research  Institute,  1981  J, 
p.  36. 
2/  Ibid.,  p.  39. 
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not  operate  in  a  vacuum.   In  fact,  there  is  a  long  history  of  tax  and 
regulatory  legislation  that  define  the  pension  environment.  Historically,  this 
environment  has  resulted  in  a  fairly  consistent  pattern  of  pension  plan 
expansion  as  shown  in  Table  1.  With  the  exception  of  the  1975-1977  period, 
when  the  Employee  Retirement  Income  Security  Act  (ERISA)  was  being  implemented 
the  number  of  tax  qualified  plans  has  regularly  grown  at  an  annual  rate  of  10 
percent  or  better.  This  pattern  of  expanding  coverage  has  brought  with  it 
broader  exposure  to  pensions.  An  environment  in  which  pension  plans  continue 
to  be  created  will  broaden  that  exposure  even  more. 
Participation  in  Pension  Plans 

Under  HIISA  private  employer  pension  plans  must  meet  minimum 
participation  standards.  TTiese  standards  generally  require  that  pension 
credits  must  be  granted  on  a  nondiscriminatory  basis  to  all  employees  age  25  or 
older  with  one  or  more  years  of  service  who  work  at  least  1,000  hours  per 
year.  According  to  ERISA's  legislative  history,  these  standards  were  selected 
because:   (1)  newly  hired  workers  have  high  job  turnover  rates;  (2)  young 
workers  also  change  jobs  frequently  and  many  have  little  interest  in  pension 
plans;  (3)  part-time  employment  is  motivated  by  factors  other  than  pension 
considerations;  (4)  inclusion  of  highly  mobile,  young  and  part-time  workers 
in  employer  pension  plans  could  create  substantial  added  administrative 
expenses,  vdiile  providing  employees  with  insignificant  benefit  accruals.  The 
Congress  also  decided  that  employers  could  exclude  from  participation  those 
workers  lAo  are  within  five  years  of  normal  retirement  age  when  first  employed. 

As  a  result  of  the  growing  availability  of  pension  plans  an  increasing 
share  of  the  work  force  is  participating  in  at  least  one  pension  program  other 
than  Social  Security.  The  May  1979  Current  Population  Survey  (CPS)  provides 
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TABLE    1 


si>ny(y  OF  auiiFiCATio.'s  akd  -raoiifwiiofs 


Period 

Ending 


hJumber  of  KSxibcr  of 

Qualification       Terminations 
Rulings   to  Date  to  Date 


Net   Number  Increase   in  Set  I 

of   Plans  NLKibcr  of   Plans         Annuol 

in  effect       Over  Previous   Period     Growth 


Dec.  31"; 

1582 

864,936 

144.953 

765,681 

70,200 

10.1 

[lec.  31. 

1981 

816,924 

133,644 

595,681 

68,095 

10.9 

Dec.  31. 

1980 

741,387 

120,202 

527,586 

56,063 

9.8 

Dec.  31, 

19>9 

672.045 

106.923 

571.523 

46,036 

8.8 

Dec.   31. 

1978 

615.168 

96,084 

525.487 

50,398 

10.6 

Dec.   31 

1977 

549,484 

80,796 

475,089 

19,501 

4.3 

Dec.   31. 

1976 

514.068 

64,981 

455,488 

10,075 

2.3 

Dec.   31 

1975 

485,944 

40,351 

445,413 

21,931 

5.2 

l>ec.   31. 

1974 

455,905 

32,243 

423,482 

54.601 

14.8 

Dec.   31 

1973 

396.520 

27,639 

358,881 

55.475 

17.7 

Dec.    31. 

1972 

336,915 

23,509 

313,406 

45.815 

17.1 

L-ec.   31 

1971 

287,580 

19,989 

257,591 

37,329 

16.2 

Dec.  31 

1970 

246.916 

16,654 

230,252 

30,268 

15.1 

Dec.   31 

1969 

214.342 

14.346 

199,994 

26,346 

15.2 

Dec.    31 

1968 

186,257 

12,519 

173,548 

22,339 

14.8 

Dec.   31 

1967 

162,485 

11,176 

151,309 

19,214 

14.5 

Pec.    31 

1960 

141,964 

9,869 

132,095 

15,973 

14.7 

Dec.   31 

196S 

123.781 

8,559 

115,122 

12,496 

12.2 

Pec.   31 

1964 

110,249 

7,623 

102,625 

10,667 

11.6 

Dec.   31 

1963 

98.541 

6.582 

91,959 

10,250 

12.5 

lV^:.   31 

1962 

87.397 

5,688 

81,709 

9,359 

12.0 

Dec.  31 

1961 

77,179 

4,829 

72,350 

8,652 

13.5 

Dec.  31 

1960 

67,792 

4,094 

63,698 

9,399 

17.3 

Dec.   31 

1959 

57.835 

3,536 

54,299 

6,792 

14.2 

Dec.   31 

19S8 

50,569 

3,062 

47,507 

6,551 

15.9 

Dec.   31 

19S7 

43,615 

2,559 

40,956 

6,074 

17.4 

Dec.   31 

1956 

37,190 

2,308 

34,882 

4,944 

16.5 

Dec.   31 

1955 

31,943 

2,005 

29,938 

1,769(1) 

5.3 

June  30 

1955 

30,046 

1.877(2) 

28,169(2) 

3,290(2) 

13.2 

June  30 

1954 

26.464 

1.585 

24,879 

4,204 

20.3 

June  30 

1953 

22.059 

1,394 

20,575 

3,657 

21.5 

June  30 

i9s: 

18.289 

1,271 

17.018 

2,347 

15.0 

June  30 

1951 

15,899 

1.125 

14,571 

2.517(3) 

20.7 

June  30 

,   1950 

13.H<)9 

■~ 

~" 

** 

■" 

June  oU 

.   1949 

12.86S 

711 

12,154 

896 

8.U 

June  30 

.   1948 

11.742 

484 

11,258(4) 

1.888 

20.1 

Aus.   31 
Dec.   31 

,    1946 

9,370 

-. 

9.370(4) 

1,584 

20.3 

1944 

7,786 

-- 

7,785(4) 

5.839 

300.0 

Sept.    1 
Dec.  31 

.    1942 

1,947 

-. 

1.947(4) 

1,288 

195.0 

,    1939 

659 

— 

659(4) 

549 

-• 

(1)  Six  month  total 

(2)  See  RR  101.-4 

(3)  Increase  froin  June  30,    1949  (see  RR  101.4) 

(4)  28  month  period,  average  2,507  plans  per  year 

•Does   not   include  plans  covering  self-employed  individuals   (Keogh  Act  plans). 

SOURCI:     diaries  D.  Spencer  Associates  for  1930  to  197S,  EBRI  tabulations  of  IRS  data  for  1976 
to  1982. 
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the  most  recent  available  statistics  oii  recent  pension  participation  levels. 
This  survey,  based  on  a  sample  of  households  representing  the  U.S.  civilian 
work  force,  estimated  that  outside  agriculture,  68.3  percent  of  all  civilian 
wage  or  salary  workers  between  the  ages  of  twenty-five  and  sixty-four,  working 
at  least  half  time,  who  had  been  with  their  employer  for  a  year  or  more,  were 
participating  in  a  pension  plan.  £/ 

The  growing  prevalence  of  private  pension  plans  has  led  to  a  marked 
increase  in  the  number  of  pension  participants  from  fewer  than  10  million 
participants  in  1950  to  more  than  35  million  by  1979.  In  addition,  and  perhaps 
more  important,  over  the  years  participation  has  grown  more  rapidly  than 
private-sector  employment.  Private-sector  employment  grew  15.4  percent  from 
1950  to  1959,  27.0  percent  from  1960  to  1969,  and  26.8  percent  from  1970  to 
1979.  Over  the  same  three  periods,  pension  participation  increased  by  85. 7, 
39.0,  and  36.8  percent.  Some  analysts  have  suggested  that  the  stabilization  of 
the  participation  rate  during  the  1970s  indicates  that  the  private  pension 
system  has  stagnated.  According  to  previous  research  by  the  Bnployee  Benefit 
Research  Institute  (EBRI)  more  reasonable  explanations  of  stable  pension 
participation  rates  during  the  1970s  are  the  rapid  growth  in  employment  as  the 
post -World  War  II  baby -boom  generation  entered  the  work  force,  the  rapid  rise 
in  female  labor  force  participation  rates  during  the  1970s,  and  the 
implementation  of  ERISA.  S/ 

Private-sector  employment  grerf  as  much  between  1975  and  1979  as  it  had 
in  the  previous  eleven  years.  Most  of  the  new  workers  were  young  people  vrfio 

4/  Social  Security;  Perspectives  on  Preserving  the  System  (Washington, 

D.C.I  The  Bnployee  Benefit  Research  Institute,  1982J  pp.  48-49. 

5/  See  Retirement  Income  Opportunities  in  an  Aging  America,  EBRI,  Chapter  3. 
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were  just  embarking  on  a  career.  Nearly  58  percent  of  the  spurt  in 
private-sector  employment  during  the  late  1970s  occurred  in  firms  with  fewer 
than  100  employees,  and  almost  55  percent  of  the  growth  occurred  in  trade  and 
service  firms.  Pension  coverage  is  knoim  to  be  lowest  in  smaller  firms  and  in 
the  trade  and  service  industries,  y 

The  stabilizing  pension  participation  rate  was  the  result  of  the 
simple  mathematical  calculation  of  participation  rates  by  which  the  numerator 
(pension  participation)  did  not  keep  up  with  the  denominator  (workers)  during  a 
period  in  which  the  latter  was  growing  at  unprecedented  rates.  During  the 
1980s,  private-sector  employment  is  expected  to  grow  at  only  one-half  to 
one-third  the  rate  during  the  latter  half  of  the  1970s.  The  slowdown  in  the 
expansion  of  the  work  force  means  that  continued  pension  expansion  should 
result  in  higher  pension  participation  rates  during  this  decade.  Also,  because 
of  the  decline  in  birthrates  toward  the  end  of  the  19S0s,  a  smaller  proportion 
of  the  work  force  will  be  under  age  twenty-five  and  excluded  from  pension 
participation  on  the  basis  of  ERISA's  standards.  , 

The  demographic  characteristics  of  the  workforce  are  now  shifting  into 
an  alignment  that  should  result  in  significant  increases  in  pension 
participation  rates.  For  example  in  1980,  one  quarter  of  the  total  labor  force 
was  below  the  H^ISA  age  25  pension  participation  standard.  By  1990  only  about 
19  percent  will  be  below  age  25.  The  aging  of  the  baby  boom  alone  could  easily 
account  for  a  10  percent  increase  in  the  pension  participation  rate  over  the 
remainder  of  this  decade.  Although  participation  in  a  pension  program  is 
necessary  to  ultimately  acquire  a  pension,  participation  alone  is  not 
sufficient  to  assure  the  receipt  of  benefits. 

6/  Ibid.,  p.  49. 
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Vesting  in  a  Pension  Plan 

ERISA  not  only  established  a  set  of  minimum  pension  participation 
standards  but  also  specified  that  employers  must  adopt  a  vesting  schedule  that 
satisfies  one  of  three  vesting  standards.  The  first  standard  required  full 
vesting  of  accrued  benefits  of  covered,  participating  employees  with  ten  years 
of  service.  Tlie  second  standard  requires  25  percent  vesting  after  five  years 
of  service,  an  additional  5  percent  for  each  of  the  next  five  years,  and  10 
percent  for  each  of  the  ensuing  five  years.  The  final  vesting  standard 
requires  50  percent  vesting  when  the  employee's  age  plus  years  of  service  are 
equal  to  forty-five  and  an  additional  10  percent  for  each  additional  year  of 
service.  Under  this  latter  standard  the  benefits  must  always  be  SO  percent 
vested  after  ten  years  of  service,  regardless  of  the  particpant's  age,  and  must 
vest  an  additional  10  percent  for  each  subsequent  year  of  service. 

The  latter  of  the  three  standards  requires  this  special  provison 
because  service  years  can  be  credited  differently  for  participation  and  vesting 
purposes.  While  WlSk  does  not  require  that  workers  under  age  twenty-five  be 
included  as  participants  under  a  plan  it  does  require  that  years  of  service 
beyond  age  twenty-two  are  to  be  counted  for  vesting  purposes,  regardless  of  a 
pension  plan's  actual  particpation  standard. 

Vesting  levels  do  not  change  quickly  in  response  to  plan  creation  or 
shifts  in  work  force  patterns  because  of  the  time  involved  in  vesting.  During 
1960,  for  example,  only  3.3  percent  of  private  sector  workers  were  vested;  this 
rose  only  3  percentage  points  through  1965.  During  the  late  1960s  privateplans 
began  liberalizing  retirement  and  vesting  provisions.  By  1970  more  than 
three-fourths  of  pension  plan  participants  were  in  plans  with  regular  vesting 
schedules.  Ninety  percent  were  in  plans  with  vesting,  early  retirement  or 
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both.  Between  1965  and  1974  private  sector,  paid  worker  vesting  rates  more 
than  tripled,  rising  from  only  6.3  percent  of  all  private  sector  workers  to 
19.5  percent.  As  the  mandated  vesting  standards  in  ERISA  began  to  take  effect 
vesting  rose  to  27.1  percent  by  1979.  IJ 

While  slightly  more  than  one-quarter  of  the  workforce  being  vested  may 
seem  low  it  is  important  to  understand  that  this  incorporates  all  private 
sector  workers;  those  as  young  as  age  fourteen,  those  working  on  a  sporadic  and 
part-time  basis  as  well  as  itinerant  workers.  If  nonagricultural  wage  and 
salary  workers  between  the  ages  of  55  and  59  who  have  been  with  their  employer 
a  year  or  more  and  work  at  least  half  time  are  considered  then  fully  one  half 
reported  they  had  already  vested  in  1979.  Another  10  percent  knew  they  were 
participating  in  a  pension  but  did  not  know  whether  they  had  vested  yet.  As 
many  as  60  percent  of  regular,  nonagricultural  workers  who  will  retire  in  the 
next  five  years  then,  can  be  expected  to  receive  a  pension  based  simply  by 
their  vesting  status  in  1979.  %J     In  all  likelihood,  the  further  maturing  of 
ERISA  and  pension  expansion  will  improve  this  situation  even  further. 
Receiving  a  Pension  Benefit 

One  thing  that  we  often  overlook  when  considering  the  effectiveness  of 
retirement  programs  is  their  relative  state  of  maturity.  A  retirement  program 
becomes  mature  when  the  relationship  between  the  percentage  of  workers 
participating  stabalizes  over  time  relative  to  the  percentage  of  the 
elderly  receiving  benefits. 

For  example,  consider  Social  Security  and  the  relative  rates  of  worker 

7/  Ibid.,  pp.  59-61 . 
"5/  1513.,  p.  44, 
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participation  and  recipiency  among  the  elderly.  Table  2  shows  that  worker 
participation  rate  in  1940  was  about  twenty-five  times  the  percentage  of 
elderly  receiving  benefits  in  that  year.  As  the  program  matured,  this 


TABLE  2 

PERCENT  OF  WORXERS  PARTICIPATING  IN  SOCIAL  SECURITY  AND 

PERCENT  OF  POPULATION  OVER  AGE  65  RECEIVING  BENEFITS  BY 

SELECTED  YEARS 

Population  over  65 
Year     Workers  Participation    Receiving  Benefits 


1940  57. 8t  2.3% 

1950  64.5  17.0 

1960  88.9  62.3 

1970  89.5  85.5 

1975  89.8  90.4 

1980  91.0  89.8 

SOURCE:  Coverage  data  for  1940-1970,  from  U.S.  Bureau  of  the  Census, 
Historical  Statistics  of  the  Uhited  States  (Washington,  D.C., 
1575 J,  p.  348.;  for  1975  from  U.S.  Bureau  of  the  Census, 
Statistical  Abstract  of  the  IMited  States  1981  (Washington, 
D.C. ,  1982),  p.  326.  Beneficiary  data  for  1940-1960,  from  U.S. 
Bureau  of  the  Census,  Historical  Statistics  of  the  United  States 
(Washington,  D.C,  1975).  p.  357:  for  1970.  from  Social  Security 
Bulletin  (March  1981),  p.  73;  for  1975-80  from  Social  Security 
Bulletin  (March  1983),  p.  105. 

difference  declined  to  less  than  four  times  in  1950  and  then  gradually  moved 
toward  and  reached  equality  in  the  mid-1970s.  It  took  Social  Security  about 
thirty-five  years  until  beneficiaries  made  up  a  segment  of  the  retired 
population  that  was  comparable  to  the  segment  of  the  workforce  that  was 
contributing  to  the  program. 

There  is  not  comparable  time  series  data  on  pensions  but  there  is 
pension  plan  data  that  indicates  a  similar  maturation  phenomenon.  Among  all 
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defined  benefit  plans  with  more  than  100  particpants  in  1977  that  had  been  set 
up  within  the  prior  five  years,  69  percent  had  more  than  ten  active  workers  for 
each  beneficiary  and  56  percent  had  more  than  twenty  active  participants  for 
each  beneficiary.  For  plans  that  were  five  to  ten  years  old  in  1977,  59 
percent  had  ten  or  more  active  participants  for  each  beneficiary.  9/ 

Among  older  plans  the  situation  was  significantly  different.  TWo  out 
of  three  of  those  plans  that  were  twenty-one  to  twenty-five  years  old  in  1977 
had  fewer  than  10  active  workers  for  each  beneficiary.  For  plans  over 
twenty-five  years  old  in  1977  nearly  half,  49  percent,  had  fewer  than  five 
active  participants  for  each  beneficiary.  The  evidence  clearly  indicates  that 
as  the  universe  of  pension  plans  ages,  the  relative  number  of  recipients  will 
increase.  10/ 

The  future  potential  of  the  pension  system,  then  hinges  on  its  current 
level  of  maturity.  Among  defined  benefit  plans,  which  cover  two  out  of  three 
private  pension  participants,  38  percent  of  the  tax  qualified  plans  in 
operation  at  the  end  of  1982  were  less  than  five  years  old  and  73  percent  were 
less  than  ten  years  old.  Among  the  universe  of  tax  qualified  defined 
contribution  plans  at  the  end  of  1982,  39  perent  had  been  qualified  in  the  last 
five  years  and  56  percent  had  been  qualified  since  1972.  Tlie  pension  system  in 
this  country  today  is  quite  young  but  it  is  poised  to  make  a  major  contribution 
to  the  retirement  income  security  of  the  elderly  in  coming  years. 

If  the  maturing  of  the  pension  system  is  leading  to  higher  recipiency 
rates  then  more  of  the  young  elderly,  those  recently  reaching  retirement  age, 
should  be  receiving  pensions  than  the  old  elderly.  In  fact  during  1979, 

97  Social  Security:   Perspectives  on  Preserving  the  System,  EBRI,  p.  55. 
To/  Ibid.,  p.  52,  56. 
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according  to  the  March  IS'^0  Current  Population  Survey,  37  percent  of  elderly 
families  were  receiving  at  least  one  pension  v?here  the  family  head  was  between 
the  ages  of  sixty-five  and  sixty-nine.  Among  the  elderly  families  where  the 
head  was  over  seventy  years  of  age  30  percent  were  receiving  a  pension. 

It  should  also  be  noted  that  most  of  this  difference  is  attributable 
to  higher  private  pension  receipt  among  the  young  elderly.  The  older  public 
plans  have  already  reached  maturity  as  reflected  by  the  fact  that  12. S  percent 
of  the  young  elderly  families  received  a  public  pension  in  1979  compared  with 
11.2  percent  of  the  old  elderly.  By  comparison,  26.0  percent  of  the  young 
elderly  families  received  a  private  pension  while  19.6  percent  of  the  old 
elderly  were  receiving  a  private  pension  benefit. 

Finally,  defined-contribution  plans  which  are  most  prevalent  in  the 
private  sector  may  be  contributing  more  to  the  elderly's  retirement  income 
security  than  the  statistics  suggest.  Most  defined-contribution  plans  are  not 
themselves  annuity  programs;  at  withdrawal  or  retirement,  vested  participants 
are  generally  given  a  lump-sum  distribution.  In  many  instances  the  employer 
will  arrange  for  conversion  of  the  distribution  into  an  annuity  program,  but 
the  plan  itself  seldom  pays  pension  benefits  in  the  traditional  sense.  "Ihere 
is  strong  evidence  that  these  plans  do  not  report  themselves  as  paying 
retirement  benefits  in  many  instances  because  they  provide  lump  sum 
distributions.  11/ 

■fliis  lump-sum  distribution  phenomenon  also  results  in  undercounting 
the  number  of  pension  beneficiaries  on  population  surveys.  For  example,  the 
Census  Bureau's  annual  March  Income  Supplement  to  their  Current  Population 

TT7  Social  Security:  Perspectives  on  Preserving  the  System,  EBRI,  p.  S6. 
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Surve/  gathers  information  on  the  prevalence  of  the  receipt  of  jsensions  and  the 
annual  levels  of  benefits.  Interviewers'  instructions  and  training 
specifically  direct  that  only  regular  income  is  to  be  recorded  in  the 
interview;  one-time  income  is  to  be  ignored.  Unless  defined-contribution  plan 
lump-sum  distributions  are  converted  to  an  annuity,  they  never  show  up  on  the 
survey  as  retirement  program  benefits. 

While  the  evidence  on  the  level  of  benefit  receipt  may  be  incomplete 
it  conclusively  shows  that  the  pension  system  is  becoming  increasingly 
effective  in  providing  for  the  elderly's  retirement  income  security.  The 
pension  coverage  and  participation  data  suggest  that  this  situation  should 
continue  to  improve  in  the  future.  In  the  next  section  of  our  testimony  we 
look  at  the  potential  implication  of  these  improvements  for  women. 
WCMEN  AND  THE  U.S.  PENSION  SYSTEM 

The  antidiscrimination  provisions  in  the  U.S.  tax  code  and  the 
participation,  vesting  and  other  provisions  in  ERISA  explicitly  prohibit 
discrimination  against  women  in  the  design  and  administration  of  pension 
plans.  Yet  it  is  clear  that  elderly  men  are  much  more  likely  to  receive  a 
pension  than  their  female  counterparts,  and  that  they  receive  larger  benefits, 
on  average,  then  women.  These  differences  in  the  pension  experiences  of  men 
and  women  have  created  some  concern  about  the  equitable  treatment  of  pensions 
on  the  basis  of  sex.  Before  turning  to  explicit  proposals  aimed  at  dealing 
with  this  concern  we  first  provide  an  analytical  explanation  for  the  phenomenon 
itself. 

The  earlier  analysis  suggested  that  it  was  a  combination  of  employer 
characteristics  that  determined  the  supply  or  availability  of  pensions. 
Because  of  the  participation  and  vesting  provisions  in  most  plans  the  actual 
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accrual  of  any  pension  right  takes  some  period  of  time.  Even  if  all  such 
standards  were  shortened  to  provide  for  immediate  participation  and  vesting  the 
accrual  of  significant  retirement  benefits  would  only  occur  in  cases  where 
there  was  a  substantial  period  of  participation  in  one  or  more  plans.  In 
defined  benefit  plans  the  largest  accruals  come  toward  the  end  of  the  career 
and  in  most  instances  it  is  the  terminal  plan  that  provides  the  most 
significant  benefit  level.  Under  defined  contribution  plans  the  individually 
assigned  assets  can  be  liquidated  and  reinvested  in  an  individual  retirement 
account  making  them  more  portable.  This  combined  perception  of  a  definable 
asset,  along  with  relative  portability  may  combine  to  account  for  typically 
shorter  vesting  in  defined  contribution  plans. 

For  the  highly  mobile  worker,  the  defined  contribution  plan  may  be 
preferred  because  of  its  portability  characteristics.  For  the  long-term  stable 
employee,  on  the  other  hand,  the  primary  concern  is  likely  to  be  an  adequate 
level  of  benefits  to  maintain  preretirement  earnings  standards.  This  will  more 
likely  be  assured  through  a  defined  benefit  plan.  Most  defined  contribution 
plans  do  not  have  automatic  provisions  to  convert  the  accumulated  assets  to  an 
annuity  at  retirement.  The  more  typical  cash-out  provisions  in  these  plans  are 
often  criticized  because  it  is  feared  the  accumulated  funds  are  often  not  used 
for  retirement  income  seciority  purposes,  "fliere  is  virtually  no  extent  data 
that  allows  analysts  to  evaluate  the  actual  utilization  of  asset  accumulation 
in  defined  contribution  plans.  The  May  1983  Current  Population  Survey  being 
conducted  by  the  Census  Bureau  and  jointly  sponsored  by  EBRI  and  the  Department 
of  Health  and  rtiman  Services  will  gather  such  information  for  the  first  time. 
The  survey  will  elicit  information  on  the  prevalence  and  level  of  lump  sum 
distributions  from  retirement  plans  and  the  disposal  of  these  assets.  It  is 
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not  clear  a  priori  which  type  of  plan  would  be  more  effective  for  women. 
Certainly  one  cannot  look  at  the  current  population  of  retired  women  and  draw 
any  conclusions  about  the  optimal  pension  strategies  for  women  in  their  prime 
working  ages  today. 
Pensions  and  the  Oianging  Roles  of  Women 

During  1940  when  Social  Security  started  paying  benefits,  27.9  percent 
of  women  over  the  age  of  fifteen  were  in  the  labor  force.  By  1945  female  labor 
force  particpation  had  surged  to  35.8  percent,  at  least  in  part,  because  of  the 
contribution  of  women  to  the  World  War  II  production  effort.  \ll    Table  3  shows 
that  between  1950  and  1979  female  labor  force  participation  increased  by  17.1 
percentage  points.  However,  more  than  two-thirds  of  this  increase  occurred 
after  1965.  Table  3  also  indicates  that  female  workers  ages  twenty-five  to 
thirty-four  experienced  the  largest  labor  force  participation  rates  increase  of 
all  cohorts  shown.  Between  1970  and  1979  their  participation  rate  increased 
from  45.0  to  63.8  percent.  In  1979  this  age  class  included  the  majority  of 
baby  boom  women,  the  largest  ten  year  age  cohort  of  women  in  the  population. 
The  baby  boomers'  mothers  would  have  been  twenty-five  to  thirty-four  some 
twenty  to  thirty  years  earlier  and  their  labor  force  participation  rate  was 
around  35  percent.  In  other  words,  within  one  generation  the  labor  force 
participation  of  women  in  the  prime  child  bearing  ages  nearly  doubled. 

Labor  force  participation  measures  are  point  in  time  estimates  of  the 
number  of  people  working  or  looking  for  work.  An  alternative  way  to  look  at 
differences  in  career  patterns  of  older  versus  younger  women  is  to  compare 
actual  work  patterns  of  women  of  different  ages  across  common  periods  in  their 

127  U.S.  Bureau  of  the  Census,  Historical  Statistics  of  the  United  States 
IWashington,  D.C. :  U.S.  Government  Printing  Office,  1975J  p.  132. 
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TABLE  3 

CIVILIAN  FEMALE  LABOR  FORCE  PARTICIPATION  RATES 

BY  AGE  FOR  SELECTED  YEARS 

1950-1979 


Age 

1950 

1955 

1960 

1965 

1970 

1975 

1979 

16-17 

30.1 

28.9 

2^.1 

11.1 

34.9 

40.2 

45.8 

18-19 

51. 3 

50.0 

50.9 

49.3 

53.6 

58.1 

62.9 

20-24 

46.0 

45.9 

46.1 

49.9 

57.7 

64.1 

69.1 

25-34 

34.0 

34.9 

36.0 

38.5 

45.0 

54.6 

63.8 

35-44 

39.1 

41.6 

43.4 

46.1 

51.1 

55.8 

63.6 

45-54 

37.9 

43.8 

49.8 

50.9 

54.4 

54.6 

58.4 

55-64 

27.0 

32.5 

37.2 

41.1 

43.0 

41.0 

41.9 

65+ 

9.7 

10.6 

10.8 

10.0 

9.7 

8.3 

8.3 

TOIAL      33.9      35.7      37.7      39.3      43.3     46.3     51.0 

SOURCE:  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  Handbook  of 
Labor  Statistics  (Washington,  D.C.,  1980)  Table  4. 

life  cycle.  There  is  not  a  perfect  data  set  available  to  develop  such  a 

comparison  but  there  is  a  good  one.  This  data  set  includes  survey  data  from 

the  Census  Bureau's  March  1978  and  May  1979  Current  Population  Surveys  that 

have  been  matched  to  Social  Security  administrative  records.  Yhl    The  Social 

Security  record  data  provides  covered  earnings  and  quarters  of  coverage 

credited  for  each  of  the  years  1937  through  1977.  Each  person's  age  in  1977 

can  be  determined  from  the  file.  The  file  contains  records  on  roughly  15,000 

women  between  the  ages  of  15  and  99  in  1979.  From  the  age  in  May  of  1979  it  is 

possible  to  determine  vdien  those  over  twenty-one  reached  that  age,  or  any  other 

age  for  that  matter.  From  the  Social  Security  record  the  covered  earnings 

pattern  in  any  specific  attained  year  of  age  is  thus  determinable. 

The  accrual  of  any  meaningful  work  related  benefit  requires  a 

T37  For  a  more  detailed  description  of  these  data  see  Social  Security: 
^rspectives  on  Preserving  the  System,  EBRI,  pp.  289-291. 
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consistent  and  sustained  attachment  to  the  workforce.  Even  under  Social 
Security  any  worker  less  than  fifty  years  of  age  today  will  be  required  to  have 
at  least  forty  quarters  or  ten  years  of  earnings  credits  to  be  entitled  to  a 
retirement  benefit.  Under  Social  Security,  earning  one  quarter  of  credit  each 
year  between  ages  twenty-two  and  sixty-two  would  qualify  a  person  for  a 
retirement  benefit.  Alternatively,  ten  years  of  steady  covered  employment 
would  qualify  a  person  for  a  retirement  benefit.   It  should  be  kept  in  mind, 
however,  that  either  of  these  career  patterns  would  result  in  a  small  Social 
Security  benefit,  certainly  less  than  half  the  benefit  and  maybe  as  little  as 
one  quarter  of  the  benefit  that  could  be  earned  in  a  full  career. 

Pensions  are  similar  to  Social  Security  in  that  meaningful  benefits 
can  only  be  earned  with  consistent  and  sustained  periods  of  employment  and 
participation  in  plans.  Even  with  very  short  vesting  schedules  the  benefits 
that  can  be  accrued  with  an  eratic  or  short  tenure  in  a  job  would  be  quite 
small.  To  understand  the  pension  status  of  currently  retired  workers  and  why 
younger  women  can  expect  to  fare  quite  differently,  it  is  important  to  look  at 
women's  lifetime  work  patterns  and  how  they  are  changing. 

Among  older  women,  those  now  retired,  the  prevalence  of  full-time 
employment  outside  the  home  for  extended  periods  was  relatively  rare.  For 
example,  if  one  considers  women  aged  sixty-one  or  over  in  1977,  fewer  than  half 
had  at  least  ten  years  of  Social  Security  earnings  credits  between  1937  and 
1977.  Table  4  shows  that  one-third  of  those  over  eighty  had  no  covered 
earnings  at  all  beyond  1937.  The  table  also  shows  that  the  younger  elderly 
women  were  considerably  more  likely  to  have  worked  than  the  older  elderly 
women.  Putting  aside  for  the  moment  consideration  of  survivor  benefits,  it 
should  be  clear  that  many  older  women  do  not  qualify  in  their  own  behalf 
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because  they  never  woiked,  or  worked  only  a  short  period  during  their  life. 

If  some  of  the  more  arcane  arithmetic  of  defined  benefit  pension  plans 
is  worked  through,  it  becomes  clear  that  the  value  of  benefit  accruals  is 
heavily  weighted  towards  the  end  of  the  career.  This  characteristic  should  be 
to  the  advantage  of  women  who  take  some  time  out  of  their  work  career  to  have 
and  raise  children  and  then  return  to  full  time  work  outside  the  home  after 
their  children  are  in  school  or  have  left  home.  Still  for  the  pension  to  be 
meaningful,  employment  late  in  the  career  has  to  be  regular  and  of  some 
sustained  duration  for  benefits  to  be  meaningful.  In  this  regard  it  is 
instructive  to  look  at  older  women  and  to  consider  the  intensity  of  their 

TABLE  4 

OLDER  WMm   IN  1977  AND  YEARS  OF  SOCIAL  SECURITY 
CREDITS  EARNED  BETWEEN  1937  and  1977 

Credits  Earned  


Age  in 

Age  in 

None 

1-5  Years 

5-10 

Years 

More 

than 

1937 

1977 

10 

Years 

21-25 

61-65 

19.9 

18.2 

14.4 

47.5 

26-30 

66-70 

27.7 

16.8 

11.8 

43.7 

31-35 

71-75 

28.0 

21.3 

10.9 

39.9 

36-40 

76-80 

29.6 

18.9 

13.7 

37.8 

41  or  over 

81  or  over 

33.0 

15.9 

13.9 

37.2 

SOURCE:  EBRI  Tabulations  of  Social  Security  administrative  data  matched  to 
March  1978  and  May  1979  Current  Population  Surveys. 
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employment  experience  toward  the  end  of  their  normal  working  ages.  Table  5 
shows  the  number  of  years  older  women  in  1977  had  worked  when  they  were  between 
the  ages  of  fifty-one  and  sixty.  Among  those  over  eighty  only  about  one  in  ten 
had  worked  all  ten  years  and  more  than  half  had  not  worked  at  all.  Even  among 
the  youngest  group  of  women  represented  in  the  table,  those  between  the  ages  of 
sixty-one  and  sixty-five  more  than  one  in  three  had  not  worked  in  the  last  full 
decade  before  age  sixty  and  only  slightly  more  than  one  quarter  had  worked  in 
covered  employment  in  every  year. 

TABLE  5 

YEARS  WORKED  BETWEEN  THE  AGES  OF  51  and  60  by 
WOMEN  AGE  61  AM)  OVER  IN  1977 

Age  in      Years  Worked  Between  Ages  51  and  60 
1977     None    1  to  3   4  to  6   7  to  9       10 


61  -  65  35751  TO*  rO  1477*  2678* 

66  -  70  42.9  11.3  8.2  11.2  26.6 

71  -  75  38.5  14.8  9.3  15.1  22,3 

76  -  80  41.9  12.6  12.1  13.3  20.2 

81  or  over  51.2  11.4  14.5  12.7      9.4 

SOURCE:  EBRI  tabulations  of  Social  Security  administrative  data  matched  to 
March  1978  and  May  1979  Current  Population  Surveys. 

For  the  women  over  age  seventy-six  in  1977  half  had  not  worked  after 
the  beginning  of  1960  when  the  prevalence  of  pensions  and  beginning  trends 
toward  vesting  and  early  retirement  began  to  make  them  effective  retirement 
vehicles.  Even  among  those  women  between  age  sixty-one  and  seventy  in  1977 
only  about  one  in  four  had  worked  after  the  passage  of  ERISA.  In  short,  until 
very  recently  older  women  have  not  worked  outside  the  home  for  sufficient 
periods  during  their  normal  working  ages,  nor  consistently  enough  toward  the 
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end  of  their  working  life  to  earn  a  pension.  Even  where  today's  elderly  women 
had  worked  the  majority  had  not  done  so  since  the  passage  of  ERISA  and  many  had 
last  worked  back  in  the  19S0s  or  60s  when  there  were  fewer  pension  plans. 

It  is  impossible  to  exactly  predict  that  younger  women  today  will  have 
radically  different  working  patterns  toward  the  end  of  their  normal  working 
lives  than  today's  elderly  women.  However,  the  labor  force  participation  data 
cited  earlier  suggests  tliat  women's  work  patterns  are  shifting  significantly. 
This  shift  is  also  apparent  in  Table  6  where  a  lack  of  covered  earnings  for 
women  of  different  ages  are  compared  early  in  their  normal  career  period.  The 

TABLE  6 

PERCENT  OF  WOMEN  BY  AGE  IN  1977  WITH  NO  SOCIAL  SECURITY  COVERED 
EARNINGS  DURING  YEAR  IN  WHICH  THEY  WERE  SPECIFIFED  AGES 

Age  in  Percent  Without  Covered  Earnings  at  Age 

1977  21         24        27         30 

31  to  35  WJ% ?73? Srr? ?C75? 

36  to  40  48.3        53.0      53.5       52.8 

41  to  45  55.0        61.0      63.3       61.0 

46  to  50  63.1        61.9      65.1       63.2 

51  to  55  79.4        71.8      68.9       65.9 

56  to  60  93.7        87.8      79.7       75.1 

SOURCE:  EBRI  Tabulations  of  Social  Security  Administrative  data  matched 
to  March  1978  and  May  1979  Current  Population  Surveys. 

magnitudes  of  the  differences  across  the  oldest  to  youngest  age  group  shows  the 
extent  of  women's  changing  work  patterns  in  only  one  generation.  Among  the 
women  aged  fifty-six  to  sixty  in  1977,  93.7  percent  had  no  covered  earnings 
when  they  were  twenty-one.  By  comparision,  the  cohort  of  women  twenty-five 
years  younger,  had  only  46.1  perent  with  no  covered  earnings.  While  the 
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differences  at  age  thirty  in  their  respective  work  careers  is  not  so  large  it 
is  still  highly  significant. 

Where  Table  6  reflects  changing  exposure  of  women  by  the  world  of  work 
outside  the  home  Table  7  reflects  the  changing  intensity  of  that  exposure.  The 
latter  table  shows  the  percentage  of  women  vAo  had  Social  Security  covered 
earnings  in  each  year  in  specific  ten  year  intervals  during  their  lives.  There 
are  two  clearly  distinctive  trends  that  are  reflected  in  the  data.  First,  at 
each  age,  the  younger  cohorts  of  women  are  more  likely  to  work  than  their 
counterparts  than  the  older  cohorts  had  been.  Second,  within  each  age  cohort, 
as  women  aged  they  were  more  likely  to  have  earnings  on  a  regular  basis  than 
when  they  were  younger. 

TABLE  7 

PERCENT  OF  WOMEN  WITH  SOCIAL  SECURITY  COVERED  EARNINGS  DURING 
SELECTED  PERIODS  OF  THEIR  NORMAL  WORKING  LIVES 

Age  in   Percent  of  Womefl  Who  Worked  in  Each  Year  Betweeen  Ages 
1977     21  -  30     31  -  40     41  -  50    50  -  60 

31  -  35     nm       NA        NA       NA 


36 

-  40 

10.1 

41 

-  45 

8.7 

46 

-  50 

7.5 

51 

-  55 

3,5 

56 

-  60 

0.9 

61 

-  65 

NA 

66 

-  70 

NA 

71 

-  75 

NA 

76 

-  80 

NA 

NA 

NA 

NA 

17.8* 

NA 

NA 

18.0 

NA 

NA 

13.7 

29.lt 

NA 

9.2 

26.3 

NA 

8.4 

23.7 

26.81 

3.3 

18.0 

26.6 

NA 

9.6 

22.3 

NA 

7.1 

20.2 

SOURCE:  EBRI  tabulation  of  Social  Security  administrative  data  matched  to 
March  1978  and  May  1979  Current  Population  Surveys. 

NA  -  Not  available 
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As  these  consistent  trends  continue  to  evolve,  the  changing  role  of 
women  in  the  work  force  is  going  to  expose  them  to  the  pension  system  to  a  much 
greater  degree  than  earlier  cohorts  of  women.  The  expansion  of  the  pension 
system  itself  is  going  to  accentuate  the  effects  of  women's  increased  labor 
force  attachment. 
PROPOSALS  TO  MODIFY  PRIVATE  PENSION  PROVISIONS 

Oie  issue  that  remains  to  be  resolved  is  whether  the  pension  system  as 
it  is  currently  configured  can  adequately  meet  the  challenge  of  providing 
meaningful  income  security  for  women  or  if  there  are  particular  adjustments 
that  need  to  be  made  to  assure  the  equitable  treatment  of  women.  While  it  is 
clear  that  the  pension  situation  is  improving,  proposals  before  this  Committee 
suggest  that  at  least  some  policymakers  feel  more  needs  to  be  done.  This 
raises  a  set  of  questions  about  the  potential  effectiveness  of  these  and 
similar  proposals  in  actually  enhancing  the  pension  protections  of  women. 
Reducing  Pension  Participation  Ages  to  21 

The  proposals  to  reduce  the  ERISA  participation  standard  of  age 
twenty-five  to  twenty-one,  in  theory,  will  affect  a  significant  segment  of  the 
workforce.  In  May  1979  there  were  11.1  million  workers  between  the  ages  of 
twenty-one  and  twenty-four  in  the  United  States.  Of  these  5.1  million,  or  46.4 
percent  were  working  for  an  employer  who  did  not  have  a  pension  plan  as  shown 
in  Table  8.  Another  2.6  million  or  23.4  percent  were  already  participating  in 
a  plan  but  had  not  yet  vested.  Slightly  more  than  1.1  million  or  10.3  percent 
had  already  vested  in  their  current  employer's  plan.  That  leaves  about  2.2 
million  workers  or  19.9  percent  of  the  twenty-one  to  twenty-four  year  olds 
working  for  an  employer  with  a  pension  in  which  they  were  not  yet  participating 
who  could  potentially  benefit  from  the  reduced  participation  provisions.  Of 
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these  2.2  million  slightly  more  than  half,  54.5  percent  were  women.  At  the 
time  these  data  were  collected  there  were  slightly  more  than  39  million  women 
working  in  the  United  States  according  to  the  same  survey.  So  we  are  talking 
about  potentially  increasing  the  participation  rate  among  women  by  about  3 
percent. 

TABLE  8 

PENSION  STATUS  OF  WORKERS  AGED  21  to  24  IN  1979  BY  SEX 

TOTAL  MEN  WOMEN 

Number     Percent   Number    Percent   Number    Percent 
(millions)         (millions  (millions) 


Total  1/  im  IMTTJ  57D" 

N3t  Covered  5.1  46.4  2.9 

Participants 

Not  Vested  2.6  23.4  1.5 

Vested  1.1  10.3  0.6 

Nonparticipants  2.2  19.9  1.0 


100.0 
48.0 


25.2 
10.4 

16.4 


2.2 


1.1 
0.5 

1.2 


100.0 
44.5 


21.3 
10.1 

24.2 


SOURCE:  EBRI  Tabulations  of  the  May  1979  Current  Population  Survey, 
1/  Totals  may  not  sum  exactly  because  of  rounding  error. 


Note  that  the  word  "potentially"  should  be  stressesd  in  this  context. 
Of  the  2.2  million  covered  nonparticipants  identified  in  Table  8,  48.5  had  been 
on  their  current  job  less  tlian  one  year,  and  13.6  percent  worked  less  than 
1,000  hours  per  year.  Among  the  women  between  the  ages  of  twenty-one  and 
twenty-four,  as  seen  in  Table  9,  a  slightly  smaller  portion,  46.7  percent,  had 
been  in  their  job  less  than  one  year.  A  slightly  larger  portion  of  the  women 
14.6  percent  worked  less  than  1,000  hours  per  year. 
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TABLE  9 

WORKKS  AGED  21  TO  24  IN  1979  NOT  PARTICIPATING  IN  THEIR  EMPLOYERS' 
PENSION  PLANS  BY  TENURE,  HOURS  WORKED  AND  SEX 

TOTAL  MEN  WOMEN 

Number     Percent  Number     Percent  Number     Percent 


Total  Non- 
participants       2.2       100.0     1.0       100.0      1.2       100.0 

Less  than  one 

year  on  current 

job  1.1        48.5     0.5        50.6      0.6        46.7 

Working  less 

than  1000  hours 

per  year         0.3        12.6     0.1        12.4     0.2        14.6 

SOURCE:  EBRI  Tabulations  of  the  May  1979  Current  Population  Survey. 


Table   10  shows  that  in  1979  there  were  slightly  more  than  1.1  million 
workers  in  the  twenty-one  to  twenty-four  age  group  who  had  been  with  their 
employer  for  a  year  or  more.  Of  these  about  one-half  million  were  men  and 
600,000  were  women.  Between  86  or  87  percent  of  both  sexes  were  working  more 
than  1,000  hours  per  year.  Reducing  the  ERISA  participation  standard  to  age 
twenty-one  would  have  increased  the  pension  participation  rate  among  women  by 
1.4  percent  in  1979.  It  would  have  increased  the  rate  among  men  by  0.8 
percent. 

The  total  number  of  new  pension  participants  that  would  have  resulted 
if  the  participation  age  had  been  reduced  to  age  twenty-one  in  1979  would  have 
been  less  than  1  million.  By  comparision,  there  were  1.1  million  participants 
in  defined  contribution  plans  newly  qualified  during  1979.  There  were  another 
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TABLE  10 


WORXIRS  AGED  21  TO  24  IN  1979  WITH  THEIR  EMPLOYERS  LESS  THAN  ONE 
YEAR  AND  IN  THEIR  EMPLOYERS'  PENSIONS  PLANS  BY  HOURS  WORKED  AND  SEX 

TOTAL  MEN  WOMEN 

Number     Percent   Number    Percent   Number     Percent 
(thousands)         (thousands)         (thousands) 


Total 

1,136 

lOO.O 

4^1 

100.0 

645 

100.0 

Hours  Worked 

per  Year  Less 
Than  1000 

158 

13.9 

65 

13.3 

92 

14.3 

1,000  or  more 

978 

86.1 

425 

86.7 

553 

85.7 

SOURCE:  EBRI  Tabulations  of  the  May  1979  Current  Population  Survey. 

1.0  million  participants  in  newly  c^alified  defined  benefit  plans.  Newly 
qualified  plans  during  1980  and  1981  had  3.6  times  as  many  participants  as 
those  established  in  1979.  Newly  qualified  defined  contribution  plans  in  1982 
had  1,4  million  participants,  and  their  defined  benefit  counterparts  qualified 
last  year  had  1,3  million  participants.  The  newly  qualified  plans  have 
affected  more  than  twice  as  many  people,  both  men  and  women  in  each  of  the  last 
four  years,  as  would  be  affected  by  reducing  the  pension  participation  standard 
to  age  twenty-one. 

The  mere  fact  that  reducing  pension  participation  standards  to  age 
twenty-one  would  raise  overall  pension  participation  rates  by  1  percent  does 
not  mean  that  there  will  be  a  commensurate  increase  in  the  ultimate  receipt  of 
pension  benefits  or  benefit  levels,  however,  ERISA  already  provides  that  years 
of  service  beyond  age  twenty-two  are  to  be  counted  for  vesting  purposes, 
regardless  of  a  pension  plan's  actual  participation  standard.  Among  some 
defined  benfit  plan  sponsors,  once  a  worker  reaches  age  twenty-five. 
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retroactive  service  credits  are  granted  under  the  plan.  They  often  are  not 
granted  prior  to  that  time  because  funding  of  the  credit  can  be  delayed,  but 
mostly  because  of  the  high  turnover  rates  among  younger  workers. 

Again  turning  to  the  analysis  of  the  1979  survey  data  the  numbers  are 
instructive.  We  had  reached  the  point  that  978,000  of  the  young  workers  would 
have  become  participants  under  the  age  twenty-one  participation  provision.  If 
one-half  of  these  workers  ultimately  vest  under  their  current  plan  then  about 
489,000  would  get  benefits.  If  only  one-quarter  vest  then  about  245,000  would 
receive  benefits.  If  one  looks  at  the  vesting  rates  among  the  thirty-one  to 
thirty-five  year  old  pension  participants  in  1979  between  30  and  40  percent 
were  vested  under  their  pension  plan.  This  is  probably  an  outside  estimate  of 
the  percentage  of  the  twenty-one  to  twenty-four  year  old  nonparticipants  that 
could  be  expected  to  vest  in  their  1979  employer's  plan  by  1989.  But  the  ones 
who  will  vest  under  an  age  twenty-one  participation  standard  will  likely  vest 
under  current  ERISA  standards  anyway.  In  other  words,  somewhere  between  one- 
quarter  and  one-half  million,  or  2  to  4  percent  of  the  twenty-one  to 
twenty-four  year  olds  might  get  slightly  higher  benefits  under  the  lower 
participation  standards.  This  represents  about  0.7  percent  of  all  pension 
participants.  The  basic  question  that  policymakers  should  consider  is  whether 
it  is  worth  substantially  increasing  pension  administration  burdens  for  such  a 
small  benefit  gain.  Increasing  the  cost  of  doing  business,  as  we  all 
appreciate,  makes  U.S.  employers  less  competitive  with  foreign  competition  in 
U.S.  interests  as  well  as  the  world  markets. 
Qianging  Break-in-Service  Provisions 

As  a  sifl)plement  to  reducing  the  HIISA  pension  participation  age 
standard  it  has  also  been  proposed  that  the  break-in  service  rules  be 
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modified.  Under  ERISA  a  break  in  service  occurs  when  a  plan  participant  has  no 
more  than  SOO  hours  of  service  during  a  plan  year  as  defined  for  accruing  a 
unit  of  benefit  under  the  plan.  This  can  be  a  calendar  year,  a  plan  year  or 
twelve  consecutive  months.  No  benefit  accrues  during  the  period  of  the  break 
in  service. 

Not  only  is  the  current  accrual  foregone  during  a  break  in  service  but 
in  certain  instances  former  accruals  are  lost  as  well.  If  the  person  has 
vested  prior  to  the  break  then  previously  earned  benefits  are  protected.  If  a 
person  is  in  a  plan  with  a  graded  vesting  schedule  benefits  already  vested  are 
protected.  Cn  return  to  the  employer  after  a  break  in  service  and  after  one 
year  back  under  the  plan,  pre-  and  post-break  service  are  combined  to  determine 
the  position  on  the  vesting  schedule.  This  includes  the  year  of  service  during 
the  waiting  period  after  return  to  the  employer.  For  a  worker  who  has  not 
vested  a  break  in  service  means  complete  forfeiture  of  accrued  benefits  unless 
the  person  returns  to  the  employer  before  the  duration  of  the  break  in  service 
equals  the  duration  of  the  pre-break  service.  If  a  worker  returns  to  an 
employer  prior  to  the  break  equalling  pre-break  service  then  after  a  minimum  of 
one  year,  pre-plus  post-break  service  will  be  considered  under  the  plan.  This 
includes  the  one  year  waiting  period. 

One  set  of  proposals  would  change  the  treatment  of  maternity  and 
paternity  leave  for  purposes  of  determining  a  break  in  service.  Up  to  501 
hours  of  service  that  would  be  creditable  to  the  individual  if  such  leave  were 
not  taken  would  be  counted  as  hours  of  service  for  purposes  of  determining  if  a 
break  in  service  has  occurred.  In  other  words,  S.19  would  permit  up  to  one 
year  of  childbirth  related  leave  vdth  no  break  in  service  occurring  if  the 
employee  returns  to  work.  Other  proposals,  including  the  Economic' Equity  Act 
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would  deem  the  employee  on  approved  maternity  or  paternity  leave  to  have 
performed  twenty  hours  of  service  for  the  employer  per  week,  for  up  to 
fifty-two  weeks.  The  first  would  eliminate  the  break  in  service  for  a  worker 
on  maternity  and  paternity  leave  for  up  to  one  year,  the  later  would  continue 
to  provide  serwce  credits  and  pension  accruals  during  the  one  year  leave 
period. 

A  fundamental  question  raised  by  these  break-in  service  provisions 
is  whether  these  measures  will  significantly  increase  the  retirement  income 
security  of  women  in  the  work  force.  Put  somewhat  differently,  does  maternity 
leave  result  in  significant  loss  of  service  credits  in  private  pensions  under 
ERISA  at  the  present  time?  This  latter  question  is  one  that  can  be  addressed 
empirically  using  the  Social  Security  data  matched  with  the  Current  Population 
Survey  data  utilized  in  the  earlier  analysis  of  women's  working  patterns. 

The  survey  data  gathered  in  early  1979  provides  information  on  work 
behavior  during  1978  and  tenure  with  the  current  employer.  The  historical 
Social  Security  data  allow  one  to  trace  the  earnings  patterns  of  workers  over 
the  periods  of  specified  tenures.  Comparing  tenures  with  previous  work 
patterns  gives  an  indication  of  the  extent  to  which  breaks  in  service  may  be 
occurring  under  current  law.  For  this  analysis  we  focused  on  women  aged 
thirty-five  to  forty-five  in  1979  who  were  working  in  May  1979  and  indicated 
that  they  had  been  with  their  employers  for  five  or  more  years.  For  women  who 
had  been  with  their  employer  prior  to  age  twenty-two,  only  years  after  their 
twenty-second  birthdays  were  considered.  Furthermore,  only  women  who  had  been 
with  their  employer  for  five  or  more  years  were  included  in  the  analysis. 

■fliis  particular  age  group  of  women  was  chosen  because  they  were  toward 
the  end  of  their  childbearing  years  and  their  recorded  tenure  would  have  fallen 
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totally  within  their  fertile  years.  There  were  approximately  7.6  million 
working  women  between  these  ages  in  1979.  Women  who  had  been  with  their 
employer  for  five  years  or  more  were  selected  because  each  women  had  been  with 
their  employers  long  enough  that  any  breaks  in  service  could  have  had  a  direct 
effect  on  their  vesting  status.  There  were  roughly  2.4  million  women  in  this 
tenure  class  in  1979,  representing  nearly  one-third  of  all  working  women  in  the 
age  class  chosen  for  this  analysis. 

Table  11  shows  the  distribution  of  these  women  by  tenure  and  work 
pattern.  Over  80  percent  of  the  women  had  worked  in  every  year  over  their 
tenure  in  their  current  job,  ranging  from  slightly  more  than  ninety  percent  of 
those  in  jobs  five  to  nine  years  to  three-fourths  of  those  in  their  jobs  15 
years  or  more.  Another  6  to  15  percent  had  worked  in  every  year  but  one.  For 

TABLE  11 
TENURE  AND  WORX  PATTERNS  OF  WOMEN  AGED  59  TO  44  DURING  1979 

Tenure  with  Current  Eteployer 
Work  Patterns       5-8  Years    10-14  Years  15  or  More  years 

74.31 
15.3 
0.0 
2.0 
6.6 
1.9 

SOURCE:  EBRI  tabulations  of  Social  Security  Administration  data  matched  to 
March  1978  and  May  1979  Current  Population  Surveys. 


Worked  Every  Year 

90.31 

82.8* 

Missed  1  Year 

6.1 

9.0 

Missed  2  Years 

1.8 

4.4 

Missed  3  Years 

0.6 

2.7 

Missed  4  Years 

1.2 

— 

Missed  5  Years 

0.0 

1.1 
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most  of  these  women,  their  work  pattern  in  their  current  job  is  remarkably 
stable.  Women  with  stable  work  patterns  will  gain  little,  if  anything,  from 
these  provisions. 

In  order  to  assess  the  magnitude  of  the  potential  gains  under  either 
of  these  bills  we  simulated  the  current  ERISA  breaks-in-service  provisions 
over  the  current  job  of  thirty-five  to  forty-four  year -old  women  with  five  or 
more  years  of  tenure  reported  on  the  1979  Current  Poplation  Survey  and  matched 
with  Social  Security  historical  earnings  data.  We  checked  the  frequency  with 
which  consecutive  years  with  no  earnings  (i.e.,  a  break  in  service)  exceeded 
prior  years  on  the  current  job  in  accordance  with  the  tenure  estimate  provided 
by  the  woman  in  the  1979  Survey.  Surprisingly,  in  the  approximately  4,300 
records  representing  2.4  million  workers,  we  did  not  find  a  single  instance 
where  the  consecutive  years  with  no  earnings  in  the  record  exceeded  the  prior 
years  of  service  within  the  stated  tenure  time  frame,  ftie  reason  is  that 
relatively  low  levels  of  earnings  result  in  quarters  of  Social  Security 
credit.  For  exajnple,  in  1977,  $1,000  of  covered  earnings  could  result  in  four 
quarters  of  credit  being  earned. 

In  order  to  make  our  simulation  somewhat  more  realistic  we  treated  any 
year  in  which  less  than  four  full  quarters  of  Social  Security  credits  were 
earned  as  a  break-in-service  year.  In  this  simulation  we  only  came  up  with  5 
percent  of  the  thirty-five  to  forty-five  year  old  women  with  more  than  five 
years  tenure  who  would  have  lost  service  credits  under  the  current 
break-in-service  rules.  We  are  convinced  that  a  somevrtiat  larger  portion  of 
these  women  would  have  suffered  credit  losses  due  to  breaks  in  service  than  our 
simulation  results  would  suggest.  However,  the  very  consistent  year-to-year 
work  patterns  of  women  in  these  age  ranges  viho  have  sufficient  tenure  to  make 
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vesting  a  high  probability  suggests  this  group  of  women  will  benefit  little 
from  the  break-in-service  provisions  that  do  not  continue  service  accruals. 

A  subsequent  simulation  that  we  ran  computed  periods  of  nonwork  over 
the  specified  tenure  for  the  sample  of  women  we  were  analyzing.  Here  we  found 
that  14  percent  had  years  in  which  they  had  no  earnings  during  their  tenure  on 
their  current  job.  This  means  that  the  continuation  of  service  credits  would 
affect  significant  numbers  of  workers,  although  less  than  one  in  five.  There 
is  an  equity  question  that  may  be  raised  by  requiring  service  and  accrual 
credits  for  periods  not  worked  during  maternity  and  paternity  leave.  While  the 
process  of  birthing  and  parenting  children  is  certainly  meritorious,  there  are 
other  meritorious  activities  that  people  undertake  that  also  result  in 
breaks-in-work  tenure.  It  is  one  thing  to  say  an  employer  should  not  disregard 
already  earned  credits  because  of  a  service  break,  it  is  another  to  say  that  in 
certain  instances  those  breaks  in  service  should  be  credited  as  though  a 
service  has  been  rendered  to  the  employer. 
Other  Potential  Policy  Options 

If  reducing  the  participation  standards  or  adjusting  the 
break-in-service  provisions  will  not  result  in  significantly  greater  pension 
benefits  to  most  women  then  what  options  can  be  pursued?  In  the  process  of 
seeking  out  potential  measures,  policy  makers  should  understand  that  various 
groips  of  women  will  be  affected  differently.  The  early  part  of  this  analysis 
showed  that  the  work  patterns  of  older  women  were  significantly  different  than 
today's  younger  working  age  women.  Because  older  women  have  already  reached  or 
are  nearing  retirement,  virtually  nothing  can  be  done  to  affect  early  career 
accruals  for  these  women. 

Certainly  better  communication  and  utilization  of  joint  and  survivor 
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options  can  improve  the  retirement  income  security  of  older  women.  While  the 

information  on  current  utilization  rates  of  joint  and  survivor  options  is 

scanty  the  general  impression  is  that  many  widows  are  being  left  in  old  age 

without  benefits.  The  prevalence  of  life  insurance  coverage  among  pension 

participants  as  part  of  a  diversified  benefits  package  may  make  the  low  rates 

of  joint  and  survivor  selection  a  smaller  problem  than  it  seems  on  its 

surface.  Increasing  the  tax  deductibility  limits  on  employer  provided  life 

insurance  might  go  further  in  providing  retirement  income  security  for 

surviving  widows  than  any  of  the  joint  and  survivor  proposals.  Table  12  shows 

the  relatively  small  benefits  that  would  be  payable  under  a  more  "liberal" 

spousal  death  benefit  provision  than  is  currently  provided  by  ERISA  (from 

TABLE  12 

DISTRIBUTION  OF  VESTED  PARTICIPATES  SEPARATING  WITO  LESS 
THAN  10  YEWAERS  OF  SERVICE  UNDER  3  YEAR  FULL  VESTING  BY  BENEFIT  LEVEL 

Percentage  of  Participants 
Accumulating  Vested  Benefits 
Under  a  Unit  Benefit  Formula  of: 

$5/month/    $10/month/   $20/month/ 
year  of      year  of     year  of 
Value  of  BVested  Benefits  service      service     service 


Uhder  $1,000 

86t 

62t 

26t 

$1,000  to  $2,000 

12t 

23* 

371 

$2,000  to  $3,000 

2t 

9t 

24t 

$3,000  to  $4,000 

0\ 

3» 

9* 

$4,000  to  $5,000 

0\ 

2t 

6* 

Over  $5,000 

Ot 

It 

8\ 

Total  ~I55T      Tim  "TTJoT 

SOURCE:  IGF  estimates  for  a  model  defined  benefit  plan  with  11  or  more 

participants  using  a  6i   interest  rate  and  benefit  accrual  rates  of 
$5,  $10,  and  $20  per  month  per  year  of  service.  Also  assumes 
immediate  participation. 
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Appendix  II).  Table  13  shows  the  relatively  higher  death  benefits  that  would 
be  provided  by  life  insurance  (from  Appendix  II). 

TABLE  13 

POTENTIAL  INCREASE  IN  ANNUAL  CONTRIBUTIONS  UNDER 
ALTERNATIVE  VESTING  FOR  A  DEFINED  CONTRIBUTION  PLAN 

Annual  Percentage  Increasse  for 
Shift  from: 


New  Vesting  Schedule     10  Year  Vesting         5  Year  vesting 

5  Year  Full  5.31                    N.A. 

3  Year  Full  7.5$  2.1% 

1  Year  Full  11,4*  5.8 

Full  and  Immediate  11. 9t  6.31 

SOURCE:  ICF  estimates  for  a  model  defined  contribution  plan  with  a 
contribtion  rate  of  five  percent  on  wages  below  the  Social 
Security  wage  base  and  average  annual  earnings  of  $13,560. 
Also  assumes  a  plan  rate  of  return  of  either  percent  and  an 
annual  salary  rate  increase  of  seven  percent. 

« 

For  younger  women  who  are  increasingly  working  outside  the  home  the 
situation  is  significantly  different  than  for  their  mother's  generation.  The 
extent  to  vMch  women  take  on  stable,  enduring  work  patterns  the  current  system 
will  work  for  women  similarly  to  men.  For  women  with  an  extended  pattern  of 
erratic  and  part-time  employment  the  likelihood  of  accruing  a  meaningful 
pension  will  be  slight  in  any  event.  This  same  work  pattern  will  also  result 
in  low  Social  Security  primary  entitlement.  However,  the  Social  Security 
actuaries  predict  that  by  2010  when  the  baby  boom  generation  begins  to  retire 
that  only  10  percent  of  retired  worker  beneficiaries  will  have  spouses 
receiving  a  spouse  benefit  rather  than  their  own  entitlement.  The  increases  in 
women  working  outside  the  home  will  comparably  increase  their  pensioa  claims. 
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Some  analysts  looking  at  current  pension  recipiency  levels  among  older 
women  are  looking  for  adjustment  to  pension  policy  that  will  make  pensions  more 
effective  retirement  income  security  for  women  in  general.  One  option  that  is 
often  proposed  is  to  reduce  the  vesting  standards  under  ERISA.  One  reason  this 
option  often  seems  attractive  is  that  many  people  confuse  the  stability  of  the 
benefit  formula  in  the  common  defined  benefit  plan  with  the  actual  pattern  of 
benefit  accrual  or  value  of  benefits  under  these  plans. 

To  show  the  difference  we  simulated  a  hypothetical  plan  that  provided 
1.5  percent  of  final-three-year-average  salary  for  each  year  of  credited 
service  payable  at  age  sixty-two  for  a  set  of  hypothetical  workers  with 
different  earnings  and  career  patterns.  We  assumed  5  percent  inflation  and 
tested  a  range  of  real  wage  growth  patterns.  We  assumed  that  retirement 
benefits  were  not  indexed,  an  assumption  that  had  no  practical  effect  on  the 
accrual  patterns.  Finally,  we  assumed  a  7  percent  discount  rate  for  purposes 
of  calculating  the  present  value  of  benefits  at  various  ages. 

The  results  of  our  simulations  are  shown  in  Table  14.  Two  things  are 
apparent  from  the  table.  First,  the  largest  accruals  of  retirement  income 
security  occurs  in  the  last  five  to  ten  years  of  the  career  regardless  of  the 
entry  age.  Second,  accruals  are  larger  during  the  early  years  under  the  plan 
the  older  the  worker  is  at  employment.  Moving  to  three  or  five  year  vesting 
for  young  workers  covered  by  defined  benefit  plans  will  provide  minimal 
accruals.  In  fact,  if  the  participation  standards  were  reduced  to  age 
twenty-two,  the  vesting  standards  were  reduced  to  five  years  and  the  cash  out 
option  adjusted  to  include  all  benefits  valued  at  less  than  $3,500,  the 
overwhelming  majority  of  workers  who  would  become  eligible  for  added  benefits 


22  1/ 

0.1-0.24 

32 

0.4-0.7 

42 

2.3-3.8 

53 

22.1-26.6 
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TABLE  14 

PATTERNS  OF  BENEFIT  ACO^UALS  UNDER  A  HYPOTHETICAL  DEFINED  BENEFIT  PENSION 

FOR  VARIOUS  WORKERS  WITH  SPECIFIED  AGES  AT  EMPLOYMENT  AND 

RETIREMENT  AT  AGE  62 

Age  at  Percent  of  Ultimate  Benefit  Value  Accrued  at  the  End  of 

Employment   5  Years    10  Years   15  Years   20  Years   25  Years   30  Years   35  Years 

0.4-0.6%  1.4-1.6*.         A.0%  9.54       21.34  46.64 

2.0-2.7  6.6-7.6         18.6-18.9       44.4       100.0 

10.6-14.2       35.8-40.0     100.0  -  - 


SOURCE:  Computed  by  the  author;  see  text  for  assumptions. 
1/  Assumes  service  credits  from  age  twenty-two. 

under  these  policy  changes  would  end  up  receiving  a  cash  distribution.  If 
these  cash  distributions  are  rolled  into  IRAs  then  some  small  but  marginal 
enhancement  of  retirement  income  security  would  result  from  such  a  combination 
of  policy  changes.  There  is  not  yet  evidence  to  suggest  that  such  rollovers 
occur  regularly,  however.  Our  own  experience  with  the  EBRI  plan  is  that  most 
workers  who  leave  and  receive  cash  distributions  do  not  roll  them  into 
alternative  retirement  security  vehicles.  The  May  1983  Current  Population 
Survey  data  gathered  by  Census  through  the  support  of  EBRI  and  the  Department 
of  Health  and  Human  Services  will  ascertain  the  extent  that  such  cash 
distributions  occur  and  the  use  to  which  such  monies  are  put  when  received. 

Some  analysts  argue  that  defined  contribution  plans  offer  a  much 
smoother  path  of  benefit  accruals  over  the  career  than  those  shown  in  Table  12, 
and  thus  are  preferable.  They  argue  that  a  combined  policy  of  converting 
defined  benefit  plans  to  defined  contribution  plans  and  shorter  vesting  will 
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result  in  more  equitable  distribution  of  pension  contributions  and  more 
efficient  operation  of  the  pension  system  in  providing  retirement  income 
security.  These  arguments  are  based  on  certain  preconceived  notions  and 
assumptions  about  personal  behavior  that  are  not  founded  on  fact. 

For  a  specific  individual  embarking  on  a  career,  if  the  lifetime  work 
and  earnings  pattern  is  known  or  assumed,  and  inflation  and  market  rates  of 
return  are  known  or  assumed  then  a  defined  contribution  plan  can  be  designed 
that  would  provide  an  identical  accumulation  by  the  date  of  retirement  as  any 
specific  defined  benefit  plan.  Few  of  us  know  all  of  the  twists  and  turns  our 
careers  will  take,  however,  as  we  embark  upon  them.  For  the  sake  of 
discussion,  however,  let  us  assume  that  we  design  our  two  plans" to  provide 
overwhelming  majority  of  workers  vrfio  would  become  eligible  for  added  benefits 
under  these  polic  changes  would  end  up  receiving  a  cash  distribution.  If  these 
cash  distributions  are  rolled  into  IRAs  then  some  small  but  marginal 
enhancement  of  retirement  income  security  would  result  from  such  a  combination 
of  policy  changes.   equal  benefits  at  the  end  of  a  full  career  of  forty 
years.  Then  we  can  trace  how  workers  with  alternative  career  patterns  fare 
under  the  two  plans. 

The  worker  vrfio  enters  these  plans  at  an  early  age  and  leaves  after  ten 
years  will  be  far  better  off  under  the  defined  contribution  plan  in  most 
instances.  The  value  of  accumulated  contributions  could  easily  be  five  times 
the  value  of  accumulated  benefits.  Upon  withdrawal  from  the  plan  the 
contributions  can  usually  be  cashed  out  vAereas  the  benefit  will  not  be  payable 
until  retirement  in  most  instances.  If  the  contribution  accumulation  is  rolled 
into  an  IRA  then  the  young  workers  have  made  significant  progress  toward  their 
retirement  income  security.  If  they  buy  a  car,  take  a  vacation  or  pay  off 
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their  bills  then  the  story  is  somewhat  different. 

Another  worker  who  enters  our  plans  in  mid-age  will  fare  somewhat 
differently.  If  they  only  stay  ten  years  then  their  experience  will  be  similar 
to  the  young  worker  but  the  difference  in  the  value  of  the  two  accumulations 
will  be  much  smaller  at  withdrawal.  The  defined  contribution  accumulation  will 
only  be  about  1.5  to  2.0  times  the  value  of  the  defined  benefit  accumulation  at 
withdrawal.  For  the  mid-age  entrant  staying  to  retinnent  the  value  of  the 
defined  benefit  accumulation  can  be  as  much  as  26  percent  greater  than  under 
the  defined  contribution  plan. 

Even  the  worker  who  enters  at  an  early  age  and  stays  through  the  whole 
career  may  fai^  somewhat  differently  under  the  two  plans  although  the  plans  are 
designed  to  provide  identical  benefits.  Under  the  defined  benefit  plan.which 
will  link  benefits  to  final  salary  in  most  instances,  the  benefit  is  not  tied 
to  the  lifetime  investment  experience  of  the  retirement  portfolios.  Under  the 
defined  contribution  plan  the  positive  aspects  of  unexpectedly  high  rates  of 
return  accrue  to  the  individual  -  but  so  do  the  adverse  effects  of  market 
losses.  It  is  conceivable  that  two  workers  with  almost  identical  work  careers 
and  contributions  to  a  retirement  stock  portfolio  could  end  up  with  extremely 
different  retirement  accnials  merely  because  they  reached  retirement  age  a 
couple  of  years  apart.  The  worker  retiring  and  annuitizing  his  or  her 
accumulation  at  a  market  peak  could  easily  have  an  annuity  50  percent  greater 
than  a  fellow  worker  retiring  two  years  later  at  the  bottom  of  a  market 
trt)ugh.  Under  the  defined  benefit  plan  the  worker  is  insulated  from  market 
variations  in  the  value  of  asssets  in  the  pension  trust  fund. 

For  many  workers  one  plan  may  be  preferred  to  the  other  because  they 
anticipate  their  career  will  dovetail  most  neatly  with  a  particular  type  of 
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plan.  Certainly  all  women  will  not  prefer  one  type  of  plan  over  the  other.  • 
The  prevailing  characteristics  of  their  work,  patterns,  however,  suggest  that 
many  women  should  be  particularly  interested  in  pension  programs  that  target 
accruals  toward  the  latter  part  of  the  working  career.  Defined  benefit  plans 
do  this  to  a  greater  extent  than  their  defined  contribution  counterparts. 
FORMULATING  PENSION  POLICy  WITH  INFORMATION  VOIDS 

One  of  the  most  important  elements  in  the  deliberations  of  the 
National  Commission  on  Social  Security  Reform  was  the  availability  and  use  of 
good  information.  Because  of  information  the  Commissioners  could  all  agree  on 
the  nature  of  the  current  situation.  Chairman  Greenspan  repeatedly  came  back 
to  the  point  in  the  early  deliberations  that  until  the  Commissioners  could 
agree  on  the  facts  of  the  present  dilemma  that  it  would  be  impossible  to 
discuss  reasonable  policy  options.  And  before  the  Commission  began  their 
serious  and  difficult  deliberations  on  the  policy  options  they  did  agree  on  the 
facts. 

One  of  the  single  most  frustrating  elements  of  the  pension  policy 
process  is  dealing  with  the  insufficient  information  on  which  to  analyze 
current  policies  or  alternative  options.  To  a  certain  extent  a  great  deal  more 
information  exists  than  is  brought  to  bear  on  analysis  of  the  relevant  policy 
issues.  We  can  cite  two  specific  examples  where  information  is  being  or  has 
been  collected  but  has  not  been  available  or  is  not  available  in  a  meaningful 
form  for  policy  analysis. 

First,  ERISA  requires  extensive  disclosure  of  information  by  private 
pensions.  It  also  requires  detailed  statements  on  the  levels  of  liabilities 
and  the  funding  status  of  these  plans.  Finally,  the  reports  require  detailed 
disclosures  of  the  types  of  assets  held  in  pension  portfolios.  Our  estimates 
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are  that  it  may  cost  private  sector  employers  as  much  as  $100  million  per  year 
to  file  these  reports.  If  these  reports  were  sampled  on  a  statistical  basis, 
edited  and  made  available  to  the  public  the  evolution  of  the  U.S.  pension 
system  could  be  traced  over  time.  Long-term  trends  as  well  as  the  effects  of 
cylical  variations  and  structural  changes  in  the  economy  on  plan  participation 
and  funding  levels  could  be  monitored.  The  implications  of  financial  market 
variations,  inflation  and  other  economic  variations  on  the  financial  health  of 
plans  could  be  understood. 

Yet  these  data  are  not  made  available  in  a  readily  usable  fashion.  A 
couple  of  years  ago  IRS  developed  a  sampling  and  editing  system  to  provide 
annual  files  of  these  data  on  a  timely  basis.  They  developed  a  public  use  file 
of  the  1977  plan  year  reports  which  we  have  used  extensively  for  analytic 
purposes.  No  subsequent  annual  files  are  yet  available  to  the  public  nor  does 
IRS  have  any  funding  to  implement  the  ongoing  statistical  program  they 
developed. 

Second,  Arthur  Young  and  Company,  under  contract  to  the  Department  of 
Labor,  collected  program  data  from  a  sample  of  roughly  400  private  pension 
plans  during  1978  with  approximately  600,000  beneficiaries.  The  data  from  the 
pension  beneficiaries  was  matched  to  Social  Security  administration  record 
data.  While  no  research  reports  have  been  released  by  DOL  utilizing  these  data 
they  would  show  average  pension  benefits  in  1978  based  on  actual  program  data 
in  comparison  to  actual  Social  Secureity  benefits  on  the  record.  Similar  data 
are  available  on  survey  data  sets  but  it  is  well  known  that  underreporting  is  a 
serious  problem  in  these  data. 

These  matched  data  are  the  richest  known  source  of  program  information 
showing  confined  Social  Security  and  pension  income  streams.  These  data  could 
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provide  a  more  comprehensive  and  accurate  picture  of  pension  recipients'  income 
levels  than  any  of  the  clearly  flawed  survey  data  on  which  we  now  must  depend. 
While  the  DOL  research  staff  and  various  analysts  under  contact  have  analyzed 
this  information  over  the  last  two  years  these  data  are  not  available  for 
public  use.  The  DOL  staff  is  concerned  that  since  the  data  have  been  matched 
to  the  Social  Security  data  that  they  cannot  be  made  available  to  private 
analysts.  It  makes  no  difference  that  the  Social  Security  data  is  basically 
of  identical  nature  to  that  matched  to  the  1978  Current  Population  Survey  which 
is  publicly  available  and  was  the  basis  for  much  of  our  analysis  in  this 
testimony.  In  effect,  although  information  that  could  effectively  improve  our 
understanding  of  private  pension  policy  has  been  collected  at  public  expense  it 
is  not  and  will  not  be  generally  available  to  the  pension  policy  analysis 
community.  The  Congress  could  improve  this  situation  by  clarifying  the 
restrictions  in  the  Tax  Act  of  1976  limiting  the  use  of  these  data  for  research 
purposes. 

As  a  result  of  the  informational  gliches  in  the  pension  area  on  policy 
deliberations  often  are  colored  by  misstated  or  misleading  information.  For 
example,  Senator  Mark  0.  Hatifeld  in  his  remarks  introducing  S.918  on  March  24, 
1983  stated:  "In  fact,  only  21  percent  of  women  workers  are  covered  by  pension 
plans  compared  to  49  percent  of  men."  14/  The  May  1979  Current  Population 
Survey  conducted  by  the  Census  Bureau  found  that  15.0  million  women  were 
participating  in  a  pension  plan  at  that  time  out  of  39.2  million  working 
women.  Stated  alternatively,  38  percent  of  working  women  were  participating  in 

W  Bureau  of  National  Affairs,  BNA  Pension  Reporter,  Vo.  607  (April  4,  1983) 
p.  607. 
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a  plan  in  1979.  Another  5.6  million  or  14  percent  of  worlcing  women  were 
covered  by  a  plan  but  not  yet  participants.  Among  women  between  the  ages  of 
twenty-five  and  sixty-four  in  wage  or  salary  positions  who  had  been  with  their 
employer  for  one  year  or  more,  61.8  percent  were  participating  in  a  pension 
plan  in  1979.  In  other  words.  Senator  Hatfield's  estimate  of  the  portion  of 
working  women  covered  by  a  pension  was  off  by  81  percent  if  he  was  talking 
about  participation  or  148  percent  if  he  wa's  talking  about  coverage.  Looking 
at  that  segment  of  the  female  workforce  for  v^om  pension  accruals  might 
actually  be  meaningful  the  picture  is  even  better  yet.  As  the  Senate  concerns 
itself  with  pension  policy  issues  it  may  want  to  address  the  extremely  serious 
problem  of  infonnational  voids  that  now  exist  in  this  critical  area. 

CONCLUSION 

■jTiis  concern  about  the  availability  and  interpretation  of  pension  data 
is  central  to  EBRl's  charter  and  goes  beyond  the  deliberations  on  any  bills  now 
before  the  Senate.  The  problem  that  we  are  concerned  about  is  that  policy  is 
being  deliberated  without  the  benefit  of  the  facts.  We  are  convinced  that 
without  the  facts,  policy  deliberations  will  be  misleading  with  the  potential 
that  ill-advised  or  ineffectual  but  expensive  policies  will  be  the  ultimate 
result.  This  result  ends  up  harming  the  intended  beneficiaries  and  the  entire 
nation  by  increasing  the  cost  of  our  products  and  decreasing  competitiveness  of 
U.S.  companies,  ultimately  costing  Americans  jobs,  reducing  tax  revenues,  and 
increasing  social  program  expenditures. 
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EBMI 


APPENDIX  I 


September  2,   1983 


Memorandum  for  Sponsors 

From:     Dallas  L.   Salisbury^ 

Re:         Proposal   to  Reduce  Age  for  Pre-retirement  Spousal     Death  Benefits  from 

Age  55  to  Age  45 

The  Senate  Finance  Committee  asked  EBRI  if  it  could  provide  data  on  the  costs 
and  benefits  of  this  proposal.  By  letter  of  June  30  sponsor  firms  were  asked 
for  assistance. 

The  analysis  delivered  to  EBRI  by  sponsors  made  five  points: 

1.  On  a  plan  by  plan  basis  the  increased  cost  would  be  "modest." 

2.  For  the  aggregate  of  plans  the  total  cost  would  be  significant. 
The  resulting  aggregate  reduction  in  federal  revenues  would  also 
be  large  if  this  were  additional  expense. 

3.  The  change  would  lead  to  very  little  additional  benefit  delivery. 

4.  Employers  might  choose  to  meet  this  cost  through  a  reduction  of 
other  death  benefits  in  which  case  neither  aggregate  costs  nor 
federal  revenues  would  be  affected. 

5.  Group  life  insurance  at  2  times  salary  would  provide  higher  life 
annuities  and  would  begin  at  death  rather  than  normal  retirement 
age. 

(1-2.)  COST 


ESTIMATE  I 
ESTIMATE  II  = 
ESTIMATE  III  = 


Additional 

Plan 

Contribution 

It  to  31 

3%  to  4% 

3t 


Aggregate  of 

Plans  (1977) 

(billions) 

$.29  to  $  .89 

$.89  to  $1.18 

$.89 


First  Year 

Revenue  Loss 

(billions) 

$.1  to  $.3 

$.3  to  $.4 

$.3 


EMPLOYEE  BENEFIT  RESEARCH  INSTITUTE 

2121  K  Sirecl.  NW/Suilc  «<iO/WashinBton.  DC  20037/Telcphoni!  12021  659-0670 
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(3.)     BENEFITS 

I.  Replacement  Rate  Analysis 

This  analysis  was  conducted  by  Meidinger  for  EBRI  (Table  I).  It 
indicates  very  low  benefit  values  for  the  current  age  55  requirement, 
and  very  significant  reductions  for  age  45. 

II.  Lump  Sum  Value  as  Percentage  of  Employee's  Pay  Rate  Analysis 

Tliis  analysis  (Table  II)  was  conducted  by  Tillinghast  for  EBRI.  It 
presents  benefit  values  at  ages  45  to  65  in  5  year  increments  for  three 
different  benefit  formulas.  It  is  consistent  with  Table  I  results 
indicating  very  low  (2%  to  13%)  benefit  values  at  age  45. 

III.  Illustrated  Annual  Accrued  and  Spouse's  Benefits 

Analysis  was  provided  by  TPF&C  and  William  M.  Mercer,  Incorporated. 

The  Mercer  analysis  (Table  III)  presents  information  for  individuals 
with  final  average  salaries  of  $10,000,  $25,000  and  $50,000.  The  TPF5C 
analysis  presents  information  (Tables  IV,  V  and  VI)  for  low,  average 
and  high  wage  earners.  This  analysis  indicated  a  consistent  pattern  of 
very  significant  reductions  for  age  45  benefits  at  all  earnings 
levels.  The  numbers  in  the  analysis  show  a  consistent  pattern,  but 
differ  due  to  assumption  differences. 

IV.  Group  Life  Insurance  as  a  Death  Benefit 

One  issue  in  the  policy  debate  over  spousal  death  benefits  is  what 
group  life  insurance  can  provide.  TPF5C  provided  a  useful  illustration 
(Table  VII)  of  what  annuity  values  would  be  produced  at  2  times 
salary.  This  benefit,  as  you  know,  will  not  be  influenced  directly  by 
age  at  hire  or  years  of  service. 
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Table  I! 


LUKP  SU:<  VALUE  OF  DEATH  BE  KEF  IT 
EXPRESSED  AS  A  PEKCENTAGE  OF  EKPLOYEt  S  PAY  RATE 


Age 

Employee  hired  at  age  25: 

45 
50 
55 
60 
65 

Employee  hired  at  age  30: 

45 
50 
55 
60 
65 

Employee  hired  at  age  35: 

45 
50 
55 
60 
65 

Employee  hired  at  age  40: 

45 
50 
55 
60 
65 


Unc 

hanging 

Final 

Career 

Dollars 

Pay 

Pay 

times 

Service 

13% 

12% 

9% 

24 

19 

13 

43 

31 

17 

65 

47 

23 

102 

74 

30 

10% 

10% 

7% 

19 

17 

10 

36 

29 

14 

65 

47 

19 

102 

74 

26 

6% 

7% 

5% 

14 

15 

8 

29 

26 

11 

54 

44 

16 

102 

74 

23 

3% 

4% 

2% 

10 

11 

5 

21 

22 

9 

44 

40 

13 

85 

69 

19 

Notes: 

1. 
2. 
3. 


Final  Pay  Plan  =  30%  final  5  earns  for  30  years  service. 

Career  Pay  Plan  =  40%  career  average  earns  for  30  years  service. 

Unchanging  Dollars  Times  Service  Plan  =  $10  per  month  per  year  of 

service. 

Death  benefit  =  50%  of  accrued  benefit,  reduced  by  factor  of  .9  for 

assumed  joint  and  survivor  election,  payable  for  life  of  spouse 

comrnencing  when  employee  would  have  reached  age  66. 

Underlying  annual  rate  of  inflation  =  5%. 
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T.-ible  III 


ANIOIAL  SPOUSE'S  BENEFIT  PAYABLE  AT  AGE  65 
ASSUMING  VARIOUS  ACES  AT  DEATH  AKD  SALARY  LEVELS 


A.  Final  Average  Salary  $10,000 


Age  at 
Death 

A5 

55 

65 


Age 

■  at  Hire 

25 

35 

40 

$   900 

S   A50 

$   225 

1,350 

900 

675 

1,800 

1,350 

1,125 

B.  Final  Average  Salary  $25,000 


Age  at  Hire 

35 

40 

$1,125 

$   563 

2,250 

1,688 

3,375 

2,813 

Age  at  

Death  25 

45  $2,250 

55  3,375 

65  4,500 

C.  Final  Average  Salary  $50,000 


Age  at 
Death 

45 

55 

65 


Age  at  Hire 

25 

35 

40 

$4,500 

$2,250 

$1,125 

6,750 

4,500 

3,375 

9,000 

6,750 

5,625 

28-481  O— 83 13 
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APPENDIX  II 


ANALYSIS  OF  ALTERNATIVE  VESTING 
REQUIREMENTS  FOR  PRIVATE  PENSIONS 
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FOREWORD 


The  Employee  Benefit  Research  Institute  (EBRI)  is  develop- 
ing a  series  of  reports  designed  to  provide  a  basis  for 
research  and  decisions  involving  retirement  income  policy.  The 
series  has  been  designed  to  provide  private  and  public  sector 
decision  makers  with  the  analytical  tools  they  need  to  address 
individual  issues  and  to  develop  a  more  complete  information 
base  for  future  research  and  decisions. 

As  part  of  its  ongoing  work,  the  Institute  is  examining  the 
potential  effects  that  changing  opportunities  for  receiving 
retirement  benefits  may  have  on  retirement  income  adequacy. 
This  paper  contributes  to  that  effort  by  evaluating  the 
benefits  and  costs  of  a  number  of  proposals  for  alternative 
vesting  schedules. 

Proposals  for  shortening  private  pension  plan  vesting 
periods  have  recently  received  considerable  public  attention. 
This  has  created  an  interest  in  quantitative  analyses  of  the 
costs  and  benefits  associated  with  these  alternative  vesting 
proposals.  This  analysis  considers  the  degree  to  which  shorter 
vesting  may  lead  to  higher  retirement  income  benefits. 

The  Institute  hopes  that  the  results  of  this  analysis  of 
alternative  vesting  schedules  will  be  a  useful  contribution  to 
the  discussion  of  vesting,  even  though  broader  study  of  benefit 
receipt  issues  is  not  completed.  Your  comments  on  this 
analysis  would  be  much  appreciated.  Your  views  will  directly 
aid  our  efforts  to  encourage  the  development  of  better 
information  on  employee  benefit  policies. 


Dallas  L.  Salisbury 
Executive  Director 
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ANALYSIS    OF   ALTERNATIVE 
VESTING    REQUIREMENTS 


A.       PURPOSE 

This  paper  presents  an  analysis  of  the  potential  effects  of 
alternative  vesting  requirements  on  private  pension  plans.  It 
is  part  of  a  broader  research  project  initiated  by  EBRI  on 
coverage  and  participation  in  retirement  income  programs.  This 
report  serves  as  a  companion  paper  to  the  EBRI  Retirement 
Program  Coverage  Study  Paper. 

The  Retirement  Program  Coverage  Study  Paper  makes  several 
relevant  points  to  the  analysis  presented  here: 

•  The  goal  of  all  retirement  programs  is  to  provide 
income  to  individuals  during  retirement.  Changes 
in  participation  and  vesting  are  important  only  as 
they  affect  workers'  opportunities  to  accumulate 
benefits  for  retirement.  Rather  than  viewed  as  an 
objective  in  itself,  shorter  vesting  should  be 
evaluated  in  relation  to  ^its  ability  to  affect  the 
likelihood  of  benefit  receipt  at  retirement. 

•  Pension  plans  are  designed  primarily  to  provide 
work  and  wage  related  retirement  income  benefits. 
To  the  extent  that  policy  makers  seek  to  improve 
retirement  incomes  for  individuals  with  relatively 
infrequent  work  attachment  or  low  wages,  other 
types  of  retirement  income  programs  may  achieve 
this  objective  more  effectively  and  efficiently. 

•  All  aspects  of  retirement  program  design,  not  just 
vesting  provisions,  must  be  examined  in 
identifying  ways  to  improve  retirement  incomes. 
Benefit  accrual  rates,  plan  integration 
provisions,  retirement  eligibility  provisions, 
contributory  requirements,  and  portability 
arrangements  will  also  have  a  substantial  impact 
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on  retirement  income  levels.  These  factors  should 
be  weighed  along  with  alternative  plan  formation, 
participation  and  vesting  policies  in  assessing 
the  overall  impact  on  retirement  incomes. 

Thus,  although  the  primary  purpose  of  this  paper  is  to  examine 
only   one   aspect   of   retirement   program   characteristics 
alternative  vesting  requirements  --  the  results  presented  here 
should  be  considered  in  light  of  the  broader  points  described 
above. 

B.   SUMMARY 

Prior  to  the  passage  of  the  Employee  Retirement  Income 
Security  Act  of  1974  (ERISA) ,  the  federal  government  exercised 
only  indirect  influence  over  the  participation  and  vesting 
provisions  of  private  pension  plans.  Private  pension  plans 
include  both  defined  benefit  plans  and  defined  contribution 
plans  sponsored  by  employers  and  unions.  The  number  of  workers 
with  vested  benefits  increased  rapidly  prior  to  ERISA, 
reflecting  the  general  maturation  of  pension  plans,  the 
increasing  prevalence  of  vesting  provisions  and  the  gradual 
liberalization  of  these  provisions. 

During  the  last  ten  years,  policy  makers  have  placed 
increasing  emphasis  on  shorter  vesting  requirements  as  one 
approach  assumed  to  improve  the  level  and  distribution  of 
pension  benefits.  Examples  of  this  trend  include  the  minimum 
vesting  standards  of  ERISA,  changes  in  IRS  Revenue  Procedures, 
and  the  preliminary  recommendations  of  the  President's 
Commission  on  Pension  Policy  (PCPP)  that  support  shorter 
vesting  periods. 

This  paper  presents  a  quantitative  analysis  of  the  benefits 
and  costs  of  alternative  shorter  vesting  requirements  based 
upon  service.  It  does  not  address  alternative  vesting 
proposals  based  upon  age,  such  as  full  and  immediate  vesting  at 
age  45.   The  results  of  this  analysis  suggest  that: 

1.  Although  the  number  of  vested  workers  will 
generally  increase,  the  value  of  benefits  for  the 
additional  workers  vested  may  be  relatively 
modest.  This  analysis  of  a  range  of  vesting 
alternatives  indicates  that  shorter  vesting  will 
increase  the  proportion  of  separating  workers  who 
can  expect  to  receive  some  benefit.  However, 
based  on  an  analysis  of  defined  benefit  plans  with 
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11  or  more  participants,  we  estimate  that  most 
participants  who  separate  before  10  years  of 
service  could  expect  to  accumulate  potentially 
modest  benefits.  The  actual  impact  depends  upon 
the  relative  generosity  of  plan  benefit  formulas. 
AS  shown  below,  the  value  of  vested  benefits 
accumulated  by  the  affected  participants  under 
model    plan    would    fall    below    $2,000.i/ 


a 


DISTRIBUTION  OF  VESTED  PARTICIPANTS 

SEPARATING  WITH  LESS  THAN  10  YEARS  OF 

SERVICE  UNDER  A  3  YEAR  VESTING  RULE 

Value  of  Percent  of  Participants 

Vested  Benefits      Accumulating  Vested  Benefits 

Under  $1,000  62% 

$l,000-$2,000  23% 

$2,000-$3,000  9% 

$3,000-$4,000  3% 

$4,000-$5,000  2% 

Over  $5,000  1% 

Total  100% 

SOURCE:   Table  3. 

2.  Alternative  vesting  proposals  should  be  examined 
in  relation  to  other  policy  changes  and  not  solely 
on  their  own  merits.  Shorter  vesting  may  not 
necessarily  improve  retirement  incomes  if  workers 
prefer  to  cash  out  their  vested  benefits  and  if 
they  are  permitted  to  do  so  prior  to  retirement. 
Similarly  if  plan  sponsors  defer  benefit  improve- 

T7  See  Appendix  A  for  a  description  of  the  model  plan  used  in 
the  analysis.  These  results  are  directly  related  to  the 
relative  generosity  of  plan  benefits. 
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merits  or  institute  more  restrictive  provisions  in 
other  plan  characteristics,  r-'tirement  benefits 
may  decline.   Thus,  policy  makers  should  consider: 

•  whether  shorter  vesting,  tax  incentives 
for  new  plan  formation  or  employee 
contributions  or  a  combination  of  policies 
would  best  achieve  the  objective  of 
ensuring  adequate  retirement  incomes. 

•  whether  shorter  vesting  under  existing 
plans  is  well-suited  for  part-time, 
temporary  or  non-workers;  or  whether  other 
programs  could  more  effectively  and 
efficiently  achieve  the  retirement  income 
objectives  for  these  individuals. 

•  whether  the  costs  of  shorter  vesting  or 
other  policies  might  discourage  new  plan 
formation,  benefit  liberalization  or 
better  funding,  potentially  offsetting  the 
advantages  of  shorter  vesting. 

The  importance  of  alternative  vesting  provisions 
could  vary  substantially  depending  on  the  answers 
to  these  questions. 

3.  If  no  other  plan  changes  occur,  shorter  vesting 
alternatives  could  raise  annual  contributions  in 
many  defined  benefit  plans  by  approximately  2.4  to 
4.4  percent.  However,  for  plans  characterized  by 
younger,  short  service  workers  with  higher 
turnover  patterns,  the  costs  could  increase  by  as 
much  as  6.7  to  12.1  percent.  As  shown  below,  the 
additional  costs  of  shorter  vesting  can  vary 
substantially  under  the  model  plan  used  in  this 
analysis.  These  estimates  are  quite  sensitive  to 
plan  characteristics  such  as  the  size  and  age  of 
the  plan  and  to  workforce  characteristics  such  as 
the  relative  age  and  turnover  of  workers.  They 
are  also  directly  related  to  the  level  of  benefits 
under  the  pension  plan. 

The  potential  cost  increase  for  a  change  from  10 
year  to  full  and  immediate  vesting  could  be  as 
high  as  10  to  12  percent  for  many  defined 
contribution  plans  and  those  defined  benefit  plans 
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POTENTIAL  INCREASE  IN  ANNUAL 
CONTRIBUTIONS  UNDER  SHORTER  VESTING 

Change  from  10  Range  for  Low-High 

Year  Vesting  to;      Average       Turnover  Rates 

1.7-3.5% 
2.3-4.8% 
2.8-6.0% 
3.0-6.5% 


5 

Year  Full 

2.4% 

3 

Year  Full 

3.3% 

1 

Year  Full 

4.1% 

Fl 

ill  and  Immediate 

4.4% 

SOURCE: 

Table  5. 

with  fewer  than  10  participants.  However,  many  of 
these  plans  already  have  vesting  prior  to  ten 
years  of  service,  thus  reducing  the  potential 
impact  of  new  requirements.  Cost  increases  of 
this  magnitude  may  lead  plan  sponsors  to  defer 
wage  or  pension  benefit  increases  or  to  establish 
more  restrictive  provisions  for  other  plan 
characteristics.  Some  prospective  plan  sponsors 
may  postpone  the  establishment  of  new  plans. 

Finally,  the  administrative  expenses  associated 
with  shorter  vesting  may  represent  a  very  large 
fraction  of  the  accrued  benefit  for  these  shorter 
service  workers.  In  this  event,  shorter  vesting 
may  substitute  administrative  costs  for  retirement 
•  income  unless  less  expensive  administrative  and 
funding  arrangements  can  be  developed.  Also,  the 
higher  investment  liquidity  required  to  implement 
greater  portability  may  adversely  affect  the  rates 
of  return  or  the  adequacy  of  plan  assets  in  some 
plans. 

The  following  sections  review  the  background  on  alternative 
vesting  proposals  and  our  analysis  of  their  potential  effects. 

C.   BACKGROUND 

Federal  policy  influences  the  vesting  practices  of  private 
pension  plans.  Under  ERISA,  minimum  vesting  standards  directly 
control  the  type  of  vesting  provisions  used  by  plan  sponsors. 
In  addition,  the  conditional  nature  of  federal  tax  deferral  for 
plan  contributions  and  investment  income  provides  an  indirect 
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opportunity    for    regulators    to  influence    plan    vesting 

provisions.    This  section  reviews  the   evolution  of   federal 

regulation  affecting  vesting  and  identifies  a  range  of 
potential  changes  in  federal  policy. 

1.   Prior  to  ERISA 

Prior  to  the  enactment  of  the  Employee  Retirement  Income 
Security  Act  of  1974  (ERISA) ,  the  principal  federal  legislation 
affecting  private  pension  plans  was  the  Internal  Revenue  Code. 
Although  the  Welfare  and  Pension  Plan  Disclosure  Act  of  1958 
(WPPDA)  required  periodic  financial  reports  from  certain  plan 
sponsors,  it  did  not  establish  standards  for  pension  plans' 
operating  practices.  The  primary  guideline  for  plan  operations 
was  the  Revenue  Act  of  1942,  which  was  limited  in  scope  by  the 
relatively  narrow  regulatory  objectives  of  the  Code.  These 
were : 

•  to  encourage  broader  participation  in  pension 
plans  by  preventing  discrimination  in  favor  of 
shareholders,  officers,  and  highly  compensated 
individuals  with  respect  to  coverage,  benefits  and 
financing  of  private  plans,  and; 

•  to  protect  federal  revenues  against  excessive  and 
unjustified  use  of  the  tax  deductions  allowed  for 
pension  plans. 

Except  as  required  to  prevent  discrimination,  there  were  no 
regulations  relating  specifically  to  vesting  for  ongoing  plans 
or  generally  to  the  enforcement  of  individual  benefit  rights. 

Despite  the  absence  of  comprehensive  regulatory  standards, 
the  number  of  vested  workers  increased  rapidly  prior  to  ERISA. 
As  shown  in  Table  1,  growth  in  the  number  of  vested  partici- 
pants far  outstripped  the  growth  in  active  participation.  This 
reflects  three  major  factors:  the  general  growth  and  matura- 
tion of  all  pension  plans,  the  increase  in  the  proportion  of 
plans  with  vesting  provisions,  and  the  liberalization  of 
vesting  provisions. 

Although  the  general  trend  reflected  a  shift  toward  more 
liberal  vesting  among  all  plans,  there  were  differences  among 
individual  industries  and  types  of  plans.  These  differences 
were  partly  a  function  of  the  prevalence  of  vesting  provisions 
in  pension  plans.  For  example,  prior  to  ERISA,  plans  in  the 
manufacturing  and  communications  industry  were  more  likely  to 
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TABLE  1 
ESTIMATED  TRENDS  IN  VESTED  PARTICIPANTS,  1965-1975 


Number  of 
Active  Participants 


(mi 

11 

ions) 

Year 

Active 

Vested^/ 

1965 

26,2 

3.2 

1970 

31.8 

7.9 

1975 

43.4 

19.3 

Vested  Participants  as 
a  Percentage  of  Actives 

12% 
25% 
44% 


a/   Includes  both  partially  and  fully  vested  participants. 

Source:  ICF  Incorporated,  Analysis  of  Coverage,  Participation, 
and  Vesting  in  Private  Pension  Plans  (June,  1977), 
sponsored  by  Pension  and  Welfare  Benefit  Program, 
Department  of  Labor. 

have  vesting  provisions  than  plans  in  mining  and  finance.  In 
addition,  vesting  provisions  were  generally  more  common  among 
single  employer  plans  than  among  multiemployer  plans.  In  1969, 
approximately  87  percent  of  single  employer  plan  participants 
were  in  plans  with  vesting  provisions  compared  with  51  percent 
in  multiemployer  plans. i'  However,  part  of  this  difference 
may  have  been  attributable  to  the  generally  more  liberal 
participation  requirements  of  multiemployer  plans  prior  to 
ERISA. 

2.   ERISA 

Passage  of  ERISA  marked  a  major  change  in  the  scope  and 
emphasis  of  legislation  regulating  private  pension  plans. 
ERISA  was  designed  as  a  comprehensive  regulation  of  the  private 
pension  system  with  an  emphasis  on  preserving  the  security  of 
participants'  benefit  claims.  In  pursuit  of  this  objective, 
ERISA  established  minimum  standards  for  participation  and 
vesting.   Specifically,  ERISA  established  three  standards  that 


1/  Harry  Davis  and  Arnold  Strasser,  "Private  Pension  Plans, 
1960-1969 — An  Overview",  Monthly  Labor  Review,  July,  1970. 
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effectively  required  plans  either  to  vest  participants  fully 
after  ten  years  of  service  or  to  vest  participants  partially 
prior  to  ten  years  of  service  with  full  vesting  occurring  after 
not  more  than  15  years. 

Most  defined  benefit  plans  adopted  new  vesting  rules  to 
meet  ERISA  standards.  For  these  plans,  complying  with  the 
EgJSA  standards  tended  to  raise  plan  costs.  The  actual  cost 
impact  varied  considerably,  depending  upon  such  factors  as  the 
age  and  service  distribution  of  the  plan's  workforce,  the 
plan's  turnover  rates  and  the  stringency  of  its  pre-ERISA 
vesting  policy.  Due  to  the  general  pattern  of  vesting 
provisions  prior  to  ERISA,  multiemployer  plans  may  have  been 
more  directly  affected  by  these  new  vesting  provisions  than 
single  employer  plans. 

Alternatively,  because  defined  contribution  plans  often 
provided  partial  vesting  in  less  than  ten  years,  ERISA  vesting 
rules  may  have  had  a  less  direct  effect  on  these  plans.  In  the 
case  of  profit  sharing  plans,  where  total  annual  contributions 
are  fixed,  ERISA's  vesting  rules  tended  to  distribute 
contributions  among  participants  in  a  different  manner.  In  the 
case  of  money  purchase  plans,  where  total  annual  contributions 
vary  with  the  level  of  forfeitures,  ERISA's  vesting  rules 
tended  to  increase  costs  because  of  lower  forfeitures. 

3.  After  ERISA 

In  recent  years,  IRS  efforts  to  ensure  non-discrimination 
have  encouraged  even  shorter  vesting  periods  than  ERISA 
requires  among  some  types  of  plans.  IRS  Revenue  Procedures 
sometimes  require  new  plans  seeking  tax  qualification  to  adopt 
even  shorter  vesting  than  required  by  ERISA  in  order  to  obtain 
advance  determination  letters.  For  example,  new  plans  are 
sometimes  required  to  adopt  4/40  vesting.  Under  4/40  vesting 
all  participants  must  be  at  least  40  percent  vested  after  four 
years  of  service  and  100  percent  vested  after  11  years  of 
service.  Because  the  IRS  position  on  vesting  may  effectively 
override  ERISA  vesting  standards  for  some  new  plans, 
particularly  small  plans,  changes  to  IRS  Revenue  Procedures 
have  generated  extensive  public  discussion  regarding  the 
suitability  of  shorter  vesting. 

4.  Possible   Future   Alternatives 

In  1980,  a  number  of  shorter  vesting  alternatives  were 
suggested  by  the  IRS  for  consideration.  For  example,  in  April 
of  1980,   the  IRS  proposed  new  shorter   vesting   safe  harbor 
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provisions.  The  proposals  offered  two  safe  harbor  options: 
(1)  adoption  of  full  vesting  after  three  years  or  (2)  a 
graduated  vesting  schedule  that  achieves  100  percent  vesting 
after  ten  years  of  service,  providing  that  the  sum  of  the 
annual  vesting  percentages  after  ten  years  equals  or  exceeds 
700  (700  percent  vesting).  Although  these  proposals  were 
withdrawn  they  may  be  indicative  of  future  policies  under 
consideration  by  the  IRS. 

In  addition,  the  President's  Commission  on  Pension  Policy 
(PCPP)  is  currently  studying  the  impact  of  a  change  in  the 
current  ERISA  vesting  standards  which  would  explicitly  require 
all  plans  to  vest  more  rapidly.  Although  detailed  vesting 
options  were  not  presented.  Appendix  A  of  the  second  Interim 
Report  provided  a  range  of  vesting  options  that  the  PCPP  was 
studying  for  a  minimum  universal  pension  system.  The 
alternatives  included  full  vesting  after  10  years,  5  years,  3 
years,  1  year,  and  immediate  full  vesting.  It  is  clear  that  a 
wide  range  of  vesting  policies  will  receive  full  consideration 
in  the  near  future. 

D.   RATIONALE  FOR  SHORTER  VESTING 

Private  pension  plans  are  a  major  source  of  income  for 
retirees.  In  combination  with  Social  Security  and  personal 
savings,  pension  plans  are  designed  to  provide  retirement 
income  based  upon  work  and  wage  related  benefit  formulas. 
Nevertheless,  some  portion  of  the  elderly  have  relatively  low 
retirement  income.  For  example.  Bureau  of  the  Census  data 
indicate  that,  in  1978,  approximately  14  percent  of  the  elderly 
had  incomes  below  the  official  poverty  line.i'  Although  the 
proportion  declines  if  in-kind  benefits  are  considered,  the 
issue  of  adequacy  is  still  a  major  concern  to  many  policy 
makers.  In  addition,  even  though  many  low  income  retirees  may 
only  work  infrequently  prior  to  retirement,  it  is  possible  that 
shorter  vesting  may  address  at  least  part  of  the  problem. 

Shorter  vesting  is  viewed  as  one  of  several  alternatives 
for  increasing  the  number  of  people  receiving  retirement 
benefits  from  private  pension  plans.  By  reducing  the  length  of 
time  necessary  to  become  vested,  shorter  vesting  increases  the 


1/  Money  Income  and  Poverty  Status  of  Families  and  Persons  in 
the  United  States;  1978,  Current  Population  Survey  Series 
P-60,  No.  120,  (November  1979). 


205 


proportion  of  all  participants  who  can  expect  to  receive  a  plan 
benefit,  especially  among  more  mobile,  shorter  service 
workers.  It  may  also  increase  the  number  of  years  of  vested 
service  for  all  workers,  which  may  lead  to  higher  work  and  wage 
related  retirement  benefits.  To  the  extent  that  the  costs  ot 
benefits  for  the  additional  vested  participants  are  not  offset 
by  reductions  in  overall  pension  benefits,  retirement  incomes 
would  tend  to  rise. 

A  secondary  objective  of  shorter  vesting  is  to  prevent  an 
inequitable  distribution  of  retirement  plan  benefits. 
Particularly  in  small  plans,  shorter  vesting  may  offset  the 
potentially  discriminatory  effects  created  by  variations  in 
turnover  rates  among  different  groups  of  workers.  As  a  result, 
shorter  vesting  schedules  may  be  a  useful  way  for  the  IRS  to 
reduce  enforcement  expenses. 

E.   ANALYSIS  OF  POTENTIAL  BENEFITS 

1.   Approach 

As  stated  above,  shorter  vesting  rules  may  improve  workers' 
opportunities  for  earning  a  retirement  benefit  and  may  also 
improve  the  level  of  retirement  benefits.  To  evaluate  the 
impact  of  accelerated  vesting,  we  used  a  benefit  simulation 
model.  For  each  vesting  alternative,  the  model  estimated  the 
increase  in  the  number  of  workers  who  are  likely  to  separate 
with  a  vested  benefit  and  the  present  values  of  individual 
benefits  for  this  group  of  separated  vested  participants. 

These  analyses  were  conducted  for  prototypes  of  defined 
benefit  and  defined  contribution  plans  with  11  or  more 
participants,  as  well  as  for  a  separate  group  of  defined 
benefit  plans  with  ten  or  fewer  participants.  Data  for  these 
analyses  came  from  two  major  sources:  (1)  a  large, 
representative  sample  of  defined  benefit  and  defined 
contribution  plans  with  100  or  more  participants;  and  (2)  data 
on  a  large  number  of  plans  with  fewer  than  100  participants. 
The  data  on  small  plans  were  obtained  from  benefit  consulting 
firms  in  different  parts  of  the  country  and  were  selected  so  as 
to  be  representative  of  the  firms'  clients.  Consequently, 
although  small  plan  data  analyzed  here  are  probably 
representative  of  all  small  plans,  they  may  not  meet  strict 
statistical  sampling  tests. 
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These  analyses  assumed  that  the  defined  benefit  plans  had 
unit  benefit  formulas.  A  review  of  a  large  number  of 
representative  plans  indicates  that  the  typical  defined  benefit 
plan  with  11  or  more  participants  in  1980  had  an  accrual  rate 
which  was  equivalent  to  a  unit  benefit  accrual  rate  of 
approximately  $10  per  month  per  year  of  service.  This 
approximation  is  based  upon  converting  many  different  types  of 
benefit  formulas  into  a  unit  benefit  accrual  rate  for  purposes 
of  comparison.!/  Individual  plans  have  benefit  accrual  rates 
that  vary  widely  around  this  approximation  to  the  average. 

For  defined  contribution  plans,  we  estimated  that  the 
average  firm  contributed  approximately  seven  percent  of  annual 
wages.  This  estimate  was  based  upon  an  analysis  of  the 
percentage  of  annual  earnings  contributed  to  a  representative 
sample  of  300  profit  sharing  plans  in  1975.2/  Because  total 
annual  contributions  in  profit  sharing  plans  are  typically  a 
fixed  proportion  of  profits,  shorter  vesting  would  have  no 
direct  effect  on  annual  costs  in  profit  sharing  plans.  Rather, 
contributions  would  be  redistributed  among  plan  participants. 
As  a  result,  we  estimated  the  increase  in  contributions 
required  to  maintain  the  annual  level  of  individual  worker 
accumulations.  This  reflects  the  pattern  of  adjustments  that 
would  occur  under  a  money  purchase  defined  contribution  plan 
that  was  modified  to  reflect  shorter  vesting. 

Finally,  this  analysis  showed  that  the  7  percent 
contribution  rate  was  lower  for  earnings  below  the  Social 
Security  wage  base.  Consequently,  for  the  analysis  here,  we 
assumed  a  contribution  rate  of  5  percent;  on  earnings  below  the 
Social  Security  wage  base  and  10  percent  above  it. 

2.   Results 

Although  the  proportion  of  workers  with  a  vested  benefit 
will  rise  under  shorter  vesting  rules,  the  level  of  these 


1/  The  average  value  of  approximately  $10  per  month  per  year 
of  service  includes  benefit  formulas  integrated  with  Social 
Security.  As  a  result  benefits  (and  costs)  for  low  wage 
workers  tend  to  be  overstated. 

2/  ICF  Incorporated,  A  Private  Pension  Forecasting  Model, 
(October,  1979),  sponsored  by  the  Pension  and  Welfare 
Benefit  Program,  Department  of  Labor. 
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benefits  will  vary  with  the  generosity  of  the  plan.  Table  2 
illustrates  the  potential  value  of  benefits  that  separated 
vested  participants  with  less  than  ten  years  of  service  would 
accumulate  from  a  defined  benefit  plan  with  the  model  plan's 
benefit  level  ($10  per  month  per  year  of  service)  .-'  More 
generous  plans  would  accumulate  proportionally  higher  vested 
benefits.  As  shown  in  the  table,  if  a  plan  with  this  benefit 
level  were  to  adopt  full  and  immediate  vesting,  those  with  less 
than  ten  years  of  service  and  under  40  years  of  age  would  have 
accumulated  a  vested  benefit  valued  at  less  than  $1,700  upon 
separation.  Those  under  the  age  of  55  with  less  than  ten  years 
of  service  would  have  accumulated  a  benefit  of  less  than  $4,300 
upon  separation. 

Because  the  individuals  most  affected  by  a  change  in 
vesting  provisions  may  be  younger  workers  with  shorter  service, 
the  average  value  of  vested  benefits  added  by  shorter  vesting 
may  be  lower  than  some  would  expect.  Based  upon  the  benefits 
estimated  in  Table  2  and  the  representative  workforce 
distributions  described  in  Appendix  A,  the  estimates  in  Table  3 
reflect  the  potential  distribution  of  the  value  of  vested 
benefits  under  a  three  year  vesting  standard.  As  shown, 
approximately  85  percent  of  all  workers  with  less  than  ten 
years  of  service  separating  with  a  vested  benefit  could  expect 
to  accumulate  a  benefit  valued  at  less  than  $2,000.  These 
estimates  are  based  upon  a  model  defined  benefit  plan  with  a 
$10  unit  benefit  accrual  rate.  Approximately  94  percent  of 
separated  vested  workers  would  have  accumulated  a  vested 
benefit  below  $3,000.  Under  a  benefit  formula  twice  as 
generous  as  this,  approximately  77  percent  of  separated  vested 
workers  would  have  accumulated  a  benefit  valued  at  less  than 
$3,000. 


1/  These  estimates  are  based  upon  a  model  defined  benefit  plan 
with  11  or  more  participants  and  a  moderate  turnover 
assumption.  See  Appendix  A  for  a  description  of  the 
turnover  assumptions,  which  are  based  upon  a  worker's  age 
and  years  of  service.  For  example,  the  moderate  rates  used 
here  assume  a  turnover  rate  of  approximately  25  percent  per 
year  for  workers  with  less  than  one  year  of  service,  and 
approximately  four  percent  per  year  for  workers  with  five 
or  more  years  of  service. 
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TABLE  3 

DISTRIBUTION  OF  VESTED  PARTICIPANTS  SEPARATING 

WITH  LESS  THAN  10  YEARS  OF  SERVICE  UNDER  3  YEAR 

FULL  VESTING  BY  BENEFIT  LEVEL 

Percentage  of  Participants 
Accumulating  Vested  Benefits 
Under  a  Unit  Benefit  Formula  of: 

$20/month/ 
year  of 

Value  of  Vested  Benefits      service      service      service 

Under  $1,000  86%  bzi  26% 

$1,000  to  $2,000  12%  23%  37% 


$2,000  to  $3,000 


Over  $5,000 


$5/month/ 

$10/month/ 

year  of 

year  of 

service 

service 

86% 

62% 

12% 

23% 

2% 

9% 

0% 

3% 

0% 

2% 

0% 

1% 

14% 


$3,000  to  $4,000  0%  3%  9% 

$4,000  to  $5,000  0%  2%  6% 


8% 


Total  100%  100%  100% 

SOURCE:  ICF  estimates  for  a  model  defined  benefit  plan  with  11 
or  more  participants  using  a  6%  interest  rate  and 
benefit  accrual  rates  of  $5,  $10,  and  $20  per  month 
per  year  of  service.  Also  assumes  immediate 
participation.  See  Appendix  A  for  a  description  of 
the  methodology. 

In  defined  contribution  plans,  the  value  of  vested  benefits 
accumulated  by  young,  short  service  workers  under  shorter 
vesting  may  be  larger  than  in  equivalent  defined  benefit 
plans.  This  occurs  because  defined  contribution  plan  partici- 
pants accrue  relatively  larger  benefits  in  the  earlier  years  of 
service  than  under  defined  benefit  plans.  Consequently,  for 
defined  contribution  plans  with  a  contribution  rate  of  five 
percent  on  earnings  below  the  Social  Security  wage  base,  a 
representative  worker  may  accumulate  a  vested  benefit  of  $1,750 
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after   approximately   two   and   one-half   years   of   service 
regardless  of  the  age  of  the  worker.!/ 

Private  plans  frequently  pay  off  accrued  vested  benefits 
that  are  relatively  small.  For  example,  defined  benefit  plans 
are  permitted  to  cash  out  benefits  valued  at  less  than  $1,750 
without  employees'  permission.  This  option  was  provided  in 
ERISA  because  the  administrative  costs  of  holding  small 
benefits  in  the  plan  may  exceed  the  value  to  both  participants 
and  sponsors.  These  amounts,  coupled  with  the  youth  of  the 
separating  workers,  suggest  that  the  benefits  derived  from  the 
alternative  vesting  rules  may  be/  cashed  out  and  consumed, 
rather  than  saved.  To  the  extent  this  occurs,  participants' 
retirement  incomes  would  not  be  increased. 

Although  Individual  Retirement  Accounts  (IRAs)  provide  a 
form  of  portability,  a  mandatory  arrangement  for  accumulating 
the  vested  benefits  and  lump  sum  distributions  of  mobile 
workers  may  tend  to  improve  income  available  at  retirement. 
For  example,  a  portability  scheme  that  requires  individuals  to 
transfer  vested  benefits  or  assets  from  the  plan  of  a  previous 
employer  to  the  plan  of  a  subsequent  employer  or  to  a  central 
fund  may  improve  the  level  of  retirement  income  benefits.  All 
of  the  individual's  combined  vested  benefits  or  assets  could 
then  be  administered  through  one  account,  thus  avoiding  the 
potential  inefficiency  of  managing  several  different  small 
accounts. 

However,  there  are  potentially  significant  practical 
barriers  to  the  implementation  of  portability  arrangements  on 
an  equitable  basis.  Differences  in  plan  design  may  make  it 
difficult  to  establish  mutually  acceptable  portability 
arrangements  among  different  employers.  In  addition,  the 
potential  requirements  for  greater  liquidity  in  plan  assets  to 
support  portability  may  tend  to  reduce  the  long  term  rates  of 


1/  This  plan  is  not  necessarily  equivalent  to  the  $10  unit 
accrual  rate  defined  benefit  plan.  These  estimates  assume 
an  interest  rate  of  eight  percent,  salary  increase 
assumption  of  seven  percent  per  year,  current  annual 
earnings  of  $13,560,  and  a  plan  with  a  contribution  rate  of 
five  percent  on  earnings  below  the  Social  Security  wage 
base.  Also  assumes  immediate  participation.  See  Appendix 
A  for  a  description  of  the  methodology. 
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difficult  to  operate  in  practice. 
F.   ANALYSIS  OF  POTENTIAL  COSTS 

Alternative  vesting  could  increase  .^^e  number  of 
individuals  who  receive  .  benefits  fron,  a  pens  on  P^^-;^^  '\'^\l 
absence   of   an  offsetting   decline   in   benetit   le     '  ^^ 

will  be  particularly  sensitive  to  the  following  factors: 

.  personnel  group:  plans  covering  hourly  employees 
are  likely  to  have  higher  turnover  than  those 
covering  salaried  employees.  Plans  in  lower  skill 
industries  such  as  the  trade  industry  may  also 
expect  higher  additional  costs  than  those  m 
higher  skill  industries  such  as  manufacturing  due 
to  differences  in  turnover. 

•  age  and  service  of  workers:  plans  covering 
younger  workforces  typically  experience  higher 
turnover  and,  therefore,  may  tend  to  experience 
higher  costs  under  shorter  vesting.  Plans 
covering  shorter  service  work  groups  would  also 
tend  to  be  more  vulnerable  because  of  the 
proportionately  larger  number  of  workers  affected. 

•  current  vesting  practices:  the  more  restrictive 
the  current  vesting  schedule,  the  greater  the 
potential  cost  impact  of  shorter  vesting.  For 
example,  many  defined  benefit  Pension  plans  have 
ten  year  vesting  and  would  be  affected  more  than 
those  plans  which  have  five  year  vesting. 

Plan  size:  there  are  fixed  costs  associated  with 
Administering  pension  programs.  These  costs  tend 
to  be  a  much  larger  portion  cf  the  annual 
contribution  of  a  small  plan  than  of  a  large  plan. 

eligibility  provisions:  the  more  restrictive  the 
plan's  current  participation  rules,  the  less  the 
impact  on  costs  of  shorter  vesting.  Although 
service  for  purposes  of  vesting  is  credited  from 
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date  of  hire  or  age  22,  service  for  benefit 
accruals  may  be  credited  only  from  date  of  plan 
membership.  As  a  result,  even  if  vesting  occurs 
more  rapidly,  the  value  of  accrued  benefits  may 
not  change. 

•  level  of  funding:  the  greater  the  degree  of 
funding  at  thi  time  vesting  changes,  the  greater 
the  percentage  increase  in  annual  contributions. 
Because  the  required  annual  contribution  of  a 
fully  funded  plan  is  lower  than  that  of  an 
equivalent  unfunded  plan,  the  additional  cost  of 
shorter  vesting  will  be  a  higher  proportion  of 
annual  contributions  in  the  more  well-funded 
plan.  Nevertheless,  the  absolute  cost  effects  are 
the  same  under  both  cases. 

1.   Defined  Benefit  Plans 

The  average  increase  in  required  annual  contributions  to 
shift  from  ten  year  vesting  to  full  and  immediate  vesting  for 
the  model  defined  benefit  plan  used  here  is  approximately  4. 4 
percent.   These  results  are  shown  in  Table  4.   To  shift  to  five 

TABLE  4 

POTENTIAL  INCREASE  IN  ANNUAL  CONTRIBUTIONS 
UNDER  ALTERNATIVE  VESTING  REQUIREMENTS 

Approximate  Increase 
in  Aggregate 
Annual 
Contributions 
(in  $  billions) 

$0.5-0.6 
$0.6-0.7 
$0.8-1.0 
$1.1-1.3 
$1.2-1.4 

SOURCE:  ICF  estimates  for  a  model  defined  benfit  plan  with 
more  than  11  participants  using  the  entry  age  normal 
actuarial  cost  method,  an  intermediate  turnover 
assumption  and  a  6%  interest  rate.  Plan  assets  are 
assumed  to  be  equal  to  the  benefit  liabilities  of 
retired  and  separated  vested  participants.  See 
Appendix  A  for  a  description  of  the  methodology. 


Change 

Annual 

From  10  Year 

Percentage 

Full  Vesting 

To: 

Change 

4/40  Vesting 

1.9% 

5  Year  Full 

2.4% 

3  Year  Full 

3.3% 

1  Year  Full 

4.1% 

Full  and  Immed 

iate 

4.4% 
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vear  vesting,  the  average  increase  would  be  approximately  2. 4 
percent;  but,  it  could  be  substantially  higher  in  individual 
cases.  In  the  aggregate,  the  annual  cost  for  all  defined 
benefit  plans  to  shift  from  ten  year  cliff  vesting  to  five  year 
vesting  could  range  from  approximately  $600  to  $700  million, 
under  the  assumptions  of  this  analysis. i/  Alternative 
assumptions  will  provide  different  estimates.  In  addition,  the 
assumption  that  plan  assets  are  equal  to  retired  and  separated 
vested  benefit  liabilities  will  tend  to  understate  slightly  all 
of  the  cost  estimates  shown  here. 

Defined  benefit  plans  covering  workforces  in  higher 
turnover  industries  may  experience  greater  than  average  cost 
increases.  As  Table  5  shows,  the  cost  impact  in  higher 
turnover  industries  may  be  double  that  in  lower  turnover 
industries.  Thus,  an  important  question  concerns  the  ability 
of  employers  in  higher  turnover  industries  to  afford  the  costs 
of  shorter  vesting.  This  also  emphasizes  the  sensitivity  of 
the  cost  estimates  to  the  underlying  assumptions.  Extreme 
caution  should  be  used  in  applying  these  results  to  individual 
plans. 

Shorter  vesting  may  itself  have  an  effect  on  turnover  and 
thus  on  the  resulting  costs.  For  example,  if  one  assumes  that 
a  shift  to  five  year  vesting  from  ten  year  vesting  would  reduce 
the  turnover  rate  in  the  fourth  year  of  service  by  20  percent 
(for  example,  from  ten  percent  to  eight  percent),  the  cost  of 
five  year  vesting  would  increase  from  2.4  percent  to  2.6 
percent. 


1/  Aggregate  contributions  to  defined  benefit  plans  in  1975 
were  estimated  to  be  approximately  $20.7  billion.  If 
defined  benefit  plans  increased  their  benefits  at  an  annual 
rate  of  7.7  percent,  contributions  in  1980  would  be 
approximately  $30  billion,  the  baseline  level  for  these 
estimates.  Because  some  defined  benefit  plans  may  already 
have  less  than  ten  year  vesting,  the  increase  in 
contributions  could  vary  over  the  range  shown.  These 
estimates  are  derived  from  a  Department  of  Labor  report 
entitled,  A  Private  Pension  Forecasting  Model  (October, 
1979) . 
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TABLE  5 

POTENTIAL  INCREASE  IN  ANNUAL  CONTRIBUTIONS 

UNDER  ALTERNATIVE  VESTING  REQUIREMENTS 

AND  TURNOVER  ASSUMPTIONS 

(Annual  Percent  Increase) 

Change  from  Turnover  Assumption 

10  Year  Full  Vesting  to: 

4/40  Vesting 
5  Year  Full 
3  Year  Full 
1  Year  Full 
Full  and  Immediate 

SOURCE:   ICF  estimates  for  a  model  defined  benefit  plan  using 
the  entry  age  normal  actuarial  cost  method,  and  a  6 
percent  interest  rate.   See  Appendix  A  for 
methodology. 


Lower 

Intermediate 

Higher 

1.3% 

1.9% 

2.8% 

1.7% 

2.4% 

3.5% 

2.3% 

3.3% 

4.8% 

2.8% 

4.1% 

6.0% 

3.0% 

4.4% 

6.5% 

The  estimates  in  Table  6  show  that  the  costs  of  alternative 
vesting  policies  are  also  sensitive  to  workforce  age  and 
service.  In  this  analysis,  the  younger  workforce  reflects  the 
quartile  of  workers  in  the  sample  with  the  youngest  average  age 
(average  age  of  35  years)  and  the  older  workforce  represents 
the  quartile  of  plans  with  the  oldest  average  age  (average  age 
of  47  years) .  The  mid-range  group  includes  all  plans  in  the 
middle  quartiles  and  has  an  average  age  of  41.  Although  the 
difference  in  average  age  assumed  for  the  older  and  younger  age 
workforces  is  only  12  years,  the  increase  in  costs  is 
approximately  twice  as  high  for  the  younger  workforce. 

We  also  examined  the  quartile  of  plans  in  the  data  base 
with  the  lowest  level  of  average  service  (five  years  of 
service) ,  and  the  quartile  with  the  highest  level  of  average 
service  (14  years  of  service)  .  As  shown  in  Table  6,  the  cost 
of  shorter  vesting  in  shorter  service  plans  is  approximately 
twice  as  high  as  the  cost  in  longer  service  plans.  In  general, 
plans  with  average  service  as  short  as  five  years  can  be 
considered  either  newer  plans  or  older  plans  in  very  high 
turnover  industries.  These  results  imply  that  shorter  vesting 
would  be  more  burdensome  for  such  plans. 
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TABLE  6 

POTENTIAL  INCREASE  IN  ANNUAL  CONTRIBUTIONS 

UNDER  ALTERNATIVE  VESTING  AND 

AGE  AND  SERVICE  PATTERNS 

(Annual  Percent  Increase) 

Change  from  10  Year  Full 
Vesting  To: 


Workforce  Assumption 

Younger  Age  (age  35) 
Mid-Range  Age  (age  41) 
Older  Age  (age  47) 

Shorter  Service  (5  years) 
Medium  Service  (10  years) 
Longer  Service  (14  years) 


5  Year 
Full 

3  Year 
Full 

1  Year 
Full 

3.6% 
2.7% 
1.7% 

4.8% 
3.6% 
2.4% 

5.8% 
4.5% 
3.0% 

4.0% 
2.7% 
1.6% 

5.5% 
3.6% 
2.2% 

6.8% 
4.5% 
2.7% 

SOURCE:   ICF  estimates  for  model  defined  benefit  plans  using 
the  entry  age  normal  actuarial  cost  method,  an 
intermediate  turnover  assumptions  and  a  6  percent 
interest  rate.   See  Appendix  A  for  methodology. 


Because  some  plans  may  simultaneously  possess  all  of  the 
higher  cost  characteristics--shorter  service,  younger  workers, 
higher  turnover--we  examined  the  potential  cost  increases  under 
these  assumptions.  For  this  case,  the  cost  increase  for  the 
model  defined  benefit  plan  shifting  from  10  to  5  year  vesting 
would  be  approximately  6.7  percent.  This  compares  with  an 
estimated  increase  of  2.4  percent  for  intermediate  age,  service 
and  turnover  assumptions.  In  addition,  a  shift  from  10  year  to 
full  and  immediate  vesting  for  a  plan  with  these  characteris- 
tics would  increase  contributions  by  12.1  percent,  compared 
with  4.4  percent  under  intermediate  assumptions.  Thus,  some 
employers  may  be  heavily  affected  by  the  higher  costs  of 
shorter  vesting. 

These  results  suggest  that,  because  small  firm  workforces 
tend  to  be  younger,  with  shorter  service  and  higher  turnover, 
small  defined  benefit  plans  may  also  tend  to  be  more  heavily 
affected  by  shorter  vesting  than  larger  plans.  An  analysis  of 
a  typical  small  plan  (ten  or  fewer  participants)  from  the 
sample  of  small  plans  used  here  indicates  that  the  cost  of 
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adopting  shorter  vesting  can  be  40  to  50  percent  higher  for 
small  plans  than  for  larger  plans.  The  annual  contribution 
increase  required  to  fund  a  shift  from  ten  year  vesting  to 
three  year  vesting  for  a  small  plan  could  be  approximately  4.7 
percent,  compared  with  3.3  percent  for  larger  plans.  However, 
because  the  IRS  requires  many  new  small  defined  benefit  plans 
to  use  shorter  vesting,  a  large  proportion  of  small  plans  may 
already  have  been  required  to  assume  the  additional  costs  of 
shorter  vesting. 

2.  Defined  Contribution  Plans 

The  cost  of  shorter  vesting  may  also  be  significant  for 
defined  contribution  plans.  Shorter  vesting  would  tend  to 
redistribute  the  benefits  available  to  participants  of  profit 
sharing  plans  and  increase  the  annual  contribution  rates  for 
money  purchase  plans.  If  we  assume  that  shorter  vesting  is 
reflected  in  higher  contributions  rather  than  redistributed 
benefits,  the  potential  increase  can  be  substantial. 

As  shown  in  Table  7,  the  annual  increase  in  contributions 
that  would  be  required  by  a  shift  from  ten  year  vesting  to  five 
year  vesting  in  a  model  defined  contribution  plan  is 
approximately  twice  as  large  as  this  same  shift  in  a  model 
defined  benefit  plan.  A  shift  from  ten  year  to  one  year 
vesting  produces  an  even  greater  difference,  almost  three  times 
higher  for  defined  contribution  plans  than  for  defined  benefit 
plans. 

However,  because  most  defined  contribution  plans  have  some 
vesting  prior  to  ten  years  of  service,  these  estimates  may  tend 
to  overstate  the  actual  impact  on  a  typical  plan.  As  a  result, 
some  caution  should  be  used  in  interpreting  the  overall  impact 
on  defined  contribution  plans. 

3,  Administrative  Costs 

In  addition  to  increasing  benefit  expenses  in  both  defined 
benefit  and  defined  contribution  plans,  alternative  vesting 
rules  could  impose  additional  administrative  costs.  Benefit 
administration  costs  could  increase  because  of  the  need  to 
estimate  the  value  of  accrued  benefits  for  additional  workers, 
and  to  distribute  funds  or  purchase  annuities  for  the 
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TABLE  7 

POTENTIAL  INCREASE  IN  ANNUAL  CONTRIBUTIONS 

UNDER  ALTERNATIVE  VESTING  FOR 

A  DEFINED  CONTRIBUTION  PLAN 

Annual  Percentage  Increase 

for  Shift  from; 

New  Vesting  Schedule 

5  Year  Full 
3  Year  Full 
1  Year  Full 
Full  and  Immediate 

SOURCE:  ICF  estimates  for  a  model  defined  contribution 
plan  with  a  contribution  rate  of  five  percent  on 
wages  below  the  Social  Security  wage  base  and 
average  annual  earnings  of  $13,560.  Also  assumes 
a  plan  rate  of  return  of  eight  percent  and  an 
annual  salary  rate  increase  of  seven  percent.  See 
Appendix  A  for  a  description  of  the  methodology. 

additional  vested  workers  who  terminate. i^  Plans  may  also 
incur  higher  costs  due  to  the  potentially  lower  rates  of  return 
that  arise  from  maintaining  more  liquid  investments. 

Because  the  costs  of  administering  pensioa  benefits  do  not 
vary  with  the  size  of  the  benefit,  relatively  low  benefits 
would  be  proportionately  more  expensive  for  the  sponsor  to 
hold,  creating  an  incentive  for  plans  to  make  lump  sum  benefit 
distributions.  In  addition,  the  additional  administrative 
costs  would  tend  to  have  a  relatively  larger  impact  on  small 
plans  than  on  large  plans. 

G.   OTHER  POTENTIAL  EFFECTS 

The  potential  impact  of  shorter  vesting  on  plan 
participants  depends  upon  a  number  of  factors,  including 
whether  the  cost  increases  are  ultimately  borne  by: 

T/  The  estimated  charge  for  calculating  the  value  of  a 
participant's  benefit  in  a  defined  benefit  plan  varies 
widely.  It  may  be  as  low  as  $5  or  as  high  as  $100  per 
person,  based  upon  reports  by  several  benefit  consulting 
groups. 
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•  the  plan  sponsor  through  a  reduction  in  profits; 

•  the  consumer  through  an  increase  in  prices  induced 
by  higher  labor  costs;  or 

•  the  employees  through  offsetting  reductions  in  the 
growth  of  wages,  pensions  or  other  employee 
benefits. 

Recent  empirical  studies  of  the  impact  of  increases  in  the 
Social  Security  payroll  tax  indicate  that  these  costs  are  most 
likely  to  be  borne  by  the  workers  in  the  form  of  lower  wages 
and  employee  benefits.  Furthermore,  these  studies  suggest  that 
the  adjustment  is  made  in  a  relatively  short  period  of  time, 
over  approximately  12  to  18  months. i'  If  the  costs  of 
shorter  vesting  are  shifted  to  workers  in  this  way,  one  might 
expect  wages  to  decline  by  the  amounts  estimated  above. 
Because  the  costs  may  be  significantly  higher  among  the  lower 
wage  groups  of  workers,  this  burden  may  fall  disproportionately 
on  those  least  able  to  afford  it. 

However,  it  is  possible  that  increases  in  private  pension 
costs  from  shorter  vesting  may  not  be  distributed  in  the  same 
manner  as  Social  Security  tax  increases.  It  is  possible  that 
the  higher  costs  of  shorter  vesting  may  lead  to: 


1/  Major  studies  of  the  incidence  of  increases  in  the  Social 
Security  payroll  tax  are:  George  Perry,  "Changing  Labor 
Markets  and  Inflation",  Brookings  Papers  on  Economic 
Activity,  1970:3,  pp.  411-448;  Robert  Gordon,  "Inflation  in 
Recession  and  Recovery" ,  Brookings  Papers  on  Economic 
Activity,  1971:1,  pp.  105-166;  John  A.  Brittain,  "The 
Incidence  of  Social  Security  Payroll  Taxes",  American 
Economic  Review  61  (March  1971):  110-25;  Martin  Feldstem, 
"The  Incidenc4  of  the  Social  Security  Payroll  Tax: 
Comment,"  American  Economic  Review,  62  (September  1972): 
735-38;  Wayne  Vroman,  "Employer  Payroll  Taxes  and  Money 
Wage  Behavior".  Applied  Economics,  1974,  pp.  189-204;  John 
Hagens  and  John  Hambor,  "The  Macroeconomic  Effects  of  a 
Payroll  Tax  Rollback",  Social  Security  Administration, 
Office  of  Research  and  Statistics,  August  1979;  Daniel 
Hamermesh,  "New  Estimates  of  the  Incidence  of  the  Payroll 
Tax,"  Southern  Economic  Journal  (1979);  and  Janice  Halpern 
and  Alicia  H.  Munnell,  "The  Inflationary  Impact  of 
Increases  in  the  Social  Security  Payroll  Tax",  New  England 
Economic  Review  (March/April,  1980) . 
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0  a  shift  in  retirement  benefits  fro"'  longer  service 
to  shorter  service  workers  ="^^  the  higher  costs  oT 
benefit  increases  lot  shorter  service  workers  may 
tend  to  be  offset  by  lower  benefits  for  longer 
service  workers.  Most  likely  this  would  occur 
through  fewer  increases  in  plan  benefit  accrual 
rates,  which  might  affect  the  adequacy  of 
retirement  benefits  for  all  workers. 

«  more  restrictive  participation  rules  and  other 
plan  provisions  —  assuming  no  other  policy 
changes,  some  plan  sponsors  may  decide  to 
establish  three  year  participation  requirements 
with  full  and  immediate  vesting  as  one  way  of 
reducing  the  potential  costs  of  some  shorter 
vesting  requirements.  Alternatively,  plans  may 
require  worker  contributions  under  shorter  vesting, 

•  a  slower  rate  of  new  plan  formation  --  because  the 
costs  ol  shorter  vesting  appear  to  fall  more 
heavily  on  new,  small  employers,  potential  plan 
sponsors  may  defer  the  establishment  of  new  plans 
until  the  costs  can  be  more  readily  absorbed.  It 
is  also  possible,  but  more  difficult  to  assess, 
that  shorter  vesting  may  have  an  adverse  effect  on 
employers'  motivations  to  establish  a  plan  that, 
in  effect,  provides  a  generous  severance  allowance 
to  short  service  workers  who  terminate. 

These  potential  effects  raise  important  questions  about  the 
role  of  collective  bargaining  in  determining  the  appropriate 
mix  of  pension  plan  provisions.  In  addition,  they  raise 
important  questions  about  the  business  purpose  of  pension 
plans.  To  the  extent  that  shorter  vesting  coupled  with  these 
other  effects  change  the  function  of  pension  plans  in  the 
design  of  worker  compensation  plans,  employers  may  consider 
alternative  forms  of  compensation  to  achieve  the  original 
purpose. 

In  summary,  it  is  difficult  to  predict  how  the  costs  of 
shorter  vesting  are  likely  to  be  distributed.  However,  it  is 
possible  that,  despite  the  relatively  modest  increase  in 
aggregate  costs,  the  impact  on  some  groups  of  workers  and  firms 
may  be  significant.  It  is  also  possible  that  the  impact  may  be 
greatest  on  those  employers  and  workers  least  able  to  afford  it. 
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H.   POLICY  IMPLICATIONS 

These  findings  raise  several  important  questions  about  the 
role  of  shorter  vesting  in  retirement  income  policy.  Because 
there  are  other  ways  of  achieving  the  objectives  identified  for 
shorter  vesting,  it  will  be  important  for  decision  makers  to 
evaluate  the  full  range  of  alternatives  for  improving 
retirement  incomes.  Within  such  a  framework,  several  key 
questions  for  policy  makers  arise: 

•  Does  shorter  vesting  achieve  the  objective  of 
ensuring  an  adequate  retirement  income  better  than 
other  policy  alternatives?  Although  shorter 
vesting  can  have  a  significant  effect  on 
increasing  the  proportion  of  workers  with  a  vested 
benefit,  the  levels  of  these  benefits  may  be 
relatively  low.  Policy  makers  will  have  to 
determine  whether  shorter  vesting  improves  the 
adequacy  of  retirement  income  more  effectively 
than  simply  increasing  existing  benefit  levels, 
providing  incentives  for  new  plan  formation  or 
other  measures.  In  part,  this  will  depend  on 
whether  mobile  workers  with  short  service  would 
actually  accumulate  the  apparently  modest  vested 
benefits  that  would  result  from  shorter  vesting. 
As  a  result,  consideration  of  shorter  vesting 
policies  in  isolation  from  related  policies  such 
as  incentives  for  new  plan  formation  or 
portability  may  not  lead  to  the  most  effective 
choice. 

•  Do  the  added  costs  of  shorter  vesting  or  other 
policies  discourage  new  plan  formation  and  the 
retirement  benefits  associated  with  them?  If 
ERISA  had  an  impact  on  the  numbers  and  types  of 
pension  plans  established,  then  the  adoption  of 
shorter  vesting  policies  could  also  have  an 
adverse  impact  on  new  plan  formation.  Even  if  the 
overall  costs  are  relatively  modest,  the  higher 
costs  of  shorter  vesting  may  fall  more  heavily  on 
those  employers  least  able  to  afford  them. 
Shorter  ver.ting  requirements  may  also  lead  plans 
to  make  their  participation  standards  more 
restrictive.  If  pension  plan  offerings  and 
participation  rates  decline  under  a  policy  of 
shorter  vesting,  policy  makers  will  have  to 
determine   whether   the   potential   increase   in 
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benefits  from  shorter  vesting  outweighs  the 
potential  decline  in  benefits  from  lower  rates  of 
plan  participation. 

•  Could  other  pension  mechanisms  more  efficiently 
administer  the  new  benefits  generated  by  shorter 
vesting?  Because  of  the  potentially  higher 
administrative  costs  associated  with  shorter 
vesting,  it  is  possible  that  more  efficient 
administrative  vehicles  could  improve  the  overall 
level  of  benefits  to  retirees.  For  example,  if  a 
practical  system  of  portability  could  be 
established,  this  may  reduce  some  of  the  loss  from 
administrative  costs  that  accompany  shorter 
vesting.  However,  even  with  such  arrangements, 
shorter  vesting  may  not  significantly  affect  the 
adequacy  of  retirement  income.  This  could  occur 
if  workers  generally  become  vested  under  plans  in 
subsequent  jobs  or  if  workers  do  not  transfer 
their  vested  accounts. 

Because  the  scope  of  the  analysis  was  limited  to  considera- 
tion of  the  potential  impact  of  alternative  vesting  schedules, 
it  does  not  fully  address  tradeoffs  among  related  policy 
options.  However  the  other  reports  in  this  series  will  provide 
a  more  comprehensive  examination  of  retirement  income  receipt 
and  its  relationship  to  retirement  income  adequacy. 
Specifically,  options  for  improving  retirement  income  receipt 
will  be  explored  in  the  Study  of  Retirement  Program  Coverage 
forthcoming  from  the  Employee  Benefit  Research  Institute 
(EBRD .  Results  of  the  coverage  study  will  provide  a  useful 
basis  for  a  subsequent  Study  of  Retirement  Income  Adequacy, 
also  forthcoming  from  EBRI. 
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APPENDIX  A 
METHODOLOGY  AND  KEY  ASSUMPTIONS 

This  Appendix  is  divided  into  six  sections.  Sections  I,  II 
^d  III  describe  the  methodology  used  to  estimate  the  effects 
of  shorter  vesting  on  the  benefits  that  plan  participants  will 
receive  and  on  the  costs  of  pension  plans.  The  model  plans 
used  in  these  analyses  are  described  in  Section  IV.  Section  V 
describes  how  we  estimated  the  average  benefit  accrual  rate  in 
defined  benefit  plans  and  the  average  contribution  formula  in 
defined  contribution  plans.  Finally,  Section  VI  presents  the 
turnover  assumptions  used  in  the  analysis. 

I.   Estimation  of  Participants  and  Benefits 

The  number  of  participants  who  would  receive  benefits  upon 
separation  prior  to  retirement  from  defined  benefit  plans  was 
estimated  using  a  benefit  simulation  model.  This  model 
performs  three  functions: 

•  First,  given  an  age  and  service  distribution  of 
plan  participants  and  a  select  and  ultimate 
turnover  table,  it  estimates  the  number  of  persons 
in  each  age-and-service  cell  that  are  expected  to 
separate  in  any  year. 

•  Second,  given  a  benefit  formula  and  a  mortality 
and  interest  assumption,  the  model  estimates  the 
present  value  of  the  benefits  for  an  individual  in 
any  age-and-service  cell.  In  this  analysis,  the 
benefit  values  were  estimated  for  quinquennial  age 
groups,  not  for  individual  ages.  For  example,  the 
benefits  for  20  to  24  year  olds  were  approximated 
by  calculating  the  benefit  for  a  22  year  old. 
Similarly,  the  benefits  for  25  to  29  year  olds 
were  approximated  from  the  benefit  amount  for  a  27 
year  old. 
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•  Third,  the  model  identifies  those  separating 
participants  estimated  in  step  one  who  would  not 
have  received  benefits  under  prior  vesting 
standards  and  categorizes  them  by  the  value  of 
their  vested  benefits.  For  example,  in  going  from 
10  year  full  vesting  to  three  year  full  vesting, 
it  divides  the  number  of  persons  who  separate  with 
three  to  ten  years  of  service  into  those  whose 
vested  benefit  is  less  than  $1,000,  $l,000-$2, 000, 
and  greater  than  $2,000. 

In  this  analysis,  we  used  the  model  in  calculating  the  values 
shown  in  Tables  2  and  3.  These  tables  were  calculated  using 
the  assumptions  described  in  the  text,  along  with  the  model 
defined  benefit  plan  and  the  intermediate  turnover  assumption 
described  in  Section  VI. 

II.   Estimation  of  Costs  in  Defined  Benefit  Plans 

The  cost  of  shorter  vesting  in  defined  benefit  plans  was 
estimated  using  the  PENMOD  II  Model,  an  actuarial  model 
developed  by  ICF.  This  model  uses  the  typical  inputs  to  an 
actuarial  model,  such  as  mortality  and  turnover  assumptions,  an 
initial  age  and  service  distribution  of  plan  participants,  plan 
benefit  formulas,  other  actuarial  assumptions,  and  plan 
provisions  such  as  participation  and  vesting  rules,  to 
calculate  the  required  annual  contribution  to  a  pension  plan. 
PENMOD  II  differs  from  some  actuarial  models  in  that  it  uses 
select  and  ultimate  turnover  assumptions  to  calculate  plan 
costs. 

The  PENMOD  II  model  estimated  the  increase  in  annual  plan 
contributions  caused  by  shorter  vesting  by  first  calculating 
the  annual  contribution  under  one  vesting  schedule.  Then,  the 
model  was  run  again  under  a  different  vesting  schedule  and  a 
new  required  annual  contribution  was  calculated.  In  this 
second  run,  only  the  vesting  schedule  was  changed.  This  allows 
one  to  isolate  the  effect  of  this  change  on  annual  plan 
contributions. 

In  the  analyses  presented  in  Tables  4,  5  and  6,  the  PENMOD 
II  model  was  used  to  calculate  the  increased  cost  of  faster 
vesting  for  a  number  of  different  population  groups  and  under  a 
number  of  alternative  turnover  assumptions.  These  populations 
and  the  select  and  ultimate  turnover  assumptions  are  described 
below.   Other  key  assumptions  used  in  these  analyses  were: 
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actuarial  interest  rate  --  an  assumption  of  six 
percent  was  used; 

actuarial  cost  method  --  the  individual  entry  age 
normal  cost  method  was  used  for  all  the  estimates; 

•  plan  funding  level  --  it  was  assumed  that  the 
assets  of  the  plans  being  analyzed  were  equal  to 
the  present  value  of  benefit  liabilities  of 
retired  and  separated  vested  participants;-/ 

•  mortality  --  the  1971-GaM  mortality  table  was  used; 

•  participation  --  immediate  participation  for  all 
workers  was  assumed;  and 

•  benefit  formula  --  we  estimated  that  the  plans 
analyzed  had  unit  benefit  accrual  rates  of  $10  per 
month  per  year  of  service.  The  basis  for  this 
assumption  is  described  in  Section  V  below. 

III.   Estimation  of  Costs  in  Defined  Contribution  Plans 

We  estimated  the  costs  of  faster  vesting  in  defined 
contribution  plans  using  a  simple  defined  contribution  cost 
model.  This  model  estimates  the  costs  of  a  defined 
contribution  plan  under  the  assumption  that  shorter  vesting 
affects  employer  contributions,  rather  than  the  distribution  of 
benefits.  This  assumption  reflects  the  manner  in  which  money 
purchase  plans  might  adjust  to  shorter  vesting.  Profit  sharing 
plans  would  tend  to  adjust  in  a  different  way. 

To  estimate  the  increased  cost  of  vesting,  we  first 
calculated  the  required  annual  plan  contribution  under  one 
vesting  schedule.  Then,  we  calculated  the  required  annual 
contribution  under  an  alternative  vesting  schedule.  The 
estimated  increased  cost  of  vesting  was  then  equal  to  the 
difference  in  the  two  costs.  The  model  calculates  the  cost  ot 
vesting  under  any  vesting  schedule  in  the  following  way: 


1/  This  assumption  was  used  to  reduce  the  complexity  of  the 
analysis.  Because  many  plans  are  more  well-funded  than 
this  assumption  would  imply,  it  tends  to  understate  the 
potential  costs  of  shorter  vesting  in  all  of  the  estimates 
presented  here. 
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•  First,  it  estimates  the  required  contribution  for 
a  plan  assuming  no  turnover  or  mortality.  This  is 
done  with  an  age  and  service  distribution  of  plan 
participants,  the  earnings  of  each  participant, 
and  an  employer  contribution  formula.  In  these 
analyses,  we  did  not  use  the  earnings  for  each 
participant,  but  instead  used  an  average  earnings 
amount  for  participants  in  each  age-and-service 
cell.  The  average  earnings  and  plan  contribution 
rates  are  described  in  Section  V. 

•  Second,  it  estimates  the  number  of  plan 
participants  separating  from  the  plan  in  a  year 
using  the  number  of  participants  in  each  age  and 
service  group  and  a  select  and  ultimate  turnover 
assumption.  The  turnover  assumptions  used  in 
these  analyses  are  described  in  Section  VI. 

•  Third,  the  model  calculates  the  value  of  plan 
forfeitures  by  estimating  the  value  of  the 
accounts  for  each  non-vested  separating 
participant  identified  in  the  second  step.  These 
forfeitures  were  calculated  using  the  following 
three  assumptions:  (1)  that  plan  contributions 
were  made  at  the  end  of  the  year;  (2)  that  there 
was  an  eight  percent  rate  of  return  on  plan 
assets;  and  (3)  that  worker  earnings  increased  at 
an  annual  rate  of  seven  percent. 

•  Finally,  the  model  calculates  the  annual  cost  of 
the  plan  by  subtracting  the  value  of  forfeitures 
estimated  in  the  third  step  from  the  estimate  of 
required  annual  contributions  assuming  no  turnover 
or  mortality  calculated  in  the  first  step- 

IV.  The  Model  Populations 

These  analyses  were  conducted  for  model  prototypes  of 
defined  benefit  and  defined  contribution  plans  with  11  or  more 
participants,  as  well  as  a  separate  group  of  defined  benefit 
plans  with  ten  or  fewer  participants.  Data  for  these  analyses 
came  from  two  major  sources:  (1)  a  large,  representative 
sample  of  defirted  benefit  and  defined  contribution  plans  with 
100  or  more  participants;  and  (2)  data  on  a  large  number  of 
plans  with  fewer  than  100  participants,  obtained  from  actuarial 
and  benefit  consulting  firms.  The  data  on  small  plans  were 
obtained  from  benefit  consulting  firms  in  different  parts  of 
the  country  and  were  selected  so  as  to  be  representative  of  the 
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firms'  clients.  Consequently,  although  small  plan  data 
analyzed  here  are  probably  representative  of  all  small  plans, 
they  may  not  meet  strict  statistical  sampling  tests. 

Using  data  from  the  sources  described  above,  we  estimated 
model  plan  populations  by  pooling  the  age  and  service 
distributions  from  all  the  plans  in  a  relevant  group  that 
provided  age  and  service  distributions.  For  example,  the  model 
defined  benefit  plan  with  11  to  99  participants  was  estimated 
by  pooling  the  age  and  service  distributions  of  over  100 
defined  benefit  plans  with  11  to  99  participants.  Other  plan 
distributions  were  estimated  in  the  same  way. 

In  other  parts  of  this  analysis,  these  model  plan 
distributions  were  further  disaggregated.  For  example,  in 
Table  6,  an  analysis  of  the  costs  of  faster  vesting  were 
presented  for  the  youngest  quartile  of  plans.  These  quartiles 
were  estimated  by  calculating  the  average  age  of  each  plan  and 
then  dividing  the  distribution  into  four  quartiles.  The 
quartile  of  plans  with  the  youngest  ages  were  then  pooled  to 
make  the  "younger  workforce"  model  plan.  The  young  and  old 
service  quartiles  were  estimated  in  the  same  way. 

V.   Benefit  and  Contribution  Formulas 

These  analyses  assumed  that  the  defined  benefit  plans  had 
unit  benefit  formulas.  A  review  of  a  large  number  of 
representative  plans, 'the  Banker's  Trust  sample  of  plans,  and 
the  Wyatt  Top  50  survey  indicated  that  the  typical  defined 
benefit  plan  with  11  or  more  participants  in  1980  had  an 
accrual  rate  which  was  equivalent  to  a  unit  benefit  accrual 
rate  of  approximately  $10  per  month  per  year  of  service.  This 
approximation  is  based  upon  converting  many  different  types  of 
benefit  formulas  into  a  flat  dollar  accrual  rate  for  purposes 
of  comparison.  The  average  value  of  approximately  $10  includes 
benefits  integrated  with  Social  Security,  potentially 
overstating  the  benefits  and  costs  for  lower  wage  workers. 
Individual  plans  have  benefit  accrual  rates  that  vary  widely 
around  this  average.  Consequently,  the  estimates  in  Table  3 
above  also  show  the  effects  for  plans  with  accrual  rates  of  $5 
and  $20. 

For  defined  contribution  plans,  we  estimated  that  a  typical 
plan  contributed  approximately  seven  percent  of  average  annual 
workers'  earnings.  This  estimate  was  based  upon  an  analysis  of 
the  percentage  of  earnings  contributed  to  a  representative 
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sample  of  300  profit  sharing  plans  in  1975.1/  Because  many 
defined  contribution  plans  have  formulas  that  are  integrated, 
we  assumed  that  contributions  were  5  perent  on  earnings  below 
the  Social  Security  wage  base  and  10  percent  above  it. 

We  estimated  the  average  annual  earnings  from  Bureau  of 
Labor  Statistics'  estimates  of  average  weekly  earnings  for 
production  and  non-supervisory  workers  for  January  1980.  These 
estimates  were  adjusted  for  wage  increases  since  January  and 
for  the  fact  that  pension  plan  participants  have  higher  wages 
than  non-participants.  From  these  adjustments,  we  obtained 
$13,560  as  the  estimated  average  annual  covered  earnings  in 
defined  contribution  plans. 

VI.   Turnover  Assumptions 

Because  of  the  importance  of  turnover  rates  in  this 
analysis,  we  estimated  the  costs  of  vesting  under  alternative 
turnover  assumptions.  In  addition,  because  vesting  costs  will 
vary  significantly  with  the  average  service  level  of  separating 
participants,  we  used  select  and  ultimate  turnover 
assumptions.  These  assumptions  were  used  in  both  the  benefit 
simulation  model  and  the  PENMOD  II  actuarial  cost  model. 

The  three  sets  of  turnover  assumptions  used  in  these 
analyses  are  shown  in  Tables  A-1,  A-2,  and  A-3. 


1/  ICF  Incorporated,  A  Private  Pension  Forecasting  Model, 
(October,  1979),  sponsored  By  the  Pension  and  Weitare 
Benefit  Program,  Department  of  Labor. 
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TABLE    A-1 


PROBABILITY   OF    TURNOVER    GIVEN    CURRENT 
AGE    AND    YEARS    OF   SERVICE:       LOWER    TURNOVER    ASSUMPTION 


Years   of    Service 


<1 

1 

2 

3 

_4_ 

5  or  More 

20 

.22 

21 

.22 

.12 

22 

.22 

.12 

.10 

23 

.22 

.12 

.10 

.08 

24 

.22 

.12 

.10 

.08 

.07 

25 

.22 

.11 

,10 

.08 

.06 

.045 

26 

.21 

.11 

.10 

.08 

.06 

.045 

27 

.21 

.11 

.09 

.08 

.06 

.045 

28 

.21 

.10 

.09 

.08 

.06 

.045 

29 

.21 

.10 

.09 

.07 

.06 

.045 

30 

.21 

.10 

.09 

.07 

.06 

.045 

31 

.21 

.10 

.09 

.07 

.05 

.0375 

32 

.21 

.10 

.09 

.07 

.05 

.0375 

33 

.21 

.10 

.08 

.07 

.05 

.0375 

34 

.20 

.09 

.08 

.06 

.05 

.0375 

35 

.19 

.09 

.08 

.06 

.05 

.0375 

36 

.19 

.09 

.08 

.06 

.04 

.03 

37 

.18 

.09 

.08 

.06 

.04 

.03 

38 

.18 

.09 

.08 

.05 

.04 

.03 

39 

.18 

.09 

.07 

.05 

.04 

.03 

40 

.18 

.09 

.07 

.05 

.04 

.03 

41 

.18 

.09 

.07 

.05 

.04 

.03 

42 

.18 

.09 

.07 

.05 

.03 

.0225 

43 

.18 

.08 

.07 

.05 

.03 

.0225 

44 

.18 

.08 

.07 

.05 

.03 

.0225 

45 

.17 

.08 

.07 

.04 

.03 

.0225 

46 

.17 

.07 

.06 

.04 

.03 

.0225 

47 

.17 

.07 

.06 

.04 

.03 

.0225 

48 

.16 

.07 

.06 

.04 

.03 

.0225 

49 

.16 

.07 

.06 

.04 

.03 

.0225 

50 

.15 

.07 

.06 

.04 

.03 

.0225 

51 

.14 

.07 

.05 

.04 

.03 

.0225 

52 

.14 

.07 

.05 

.04 

.03 

.0225 

53 

.14 

.07 

.05 

.04 

.03 

.0225 

54 

.14 

.06 

.04 

.03 

.02 

.015 

55 

.14 

.06 

.04 

.03 

.02 

.015 

56 

.14 

.06 

.04 

.03 

.02 

.015 

57 

.14 

.06 

.04 

.03 

.02 

.015 

58 

.14 

.06 

.04 

.03 

.02 

.015 

59 

.14 

.06 

.04 

.03 

.02 

.015 

60 

0 

0 

0 

0 

0 

0 

61 

0 

0 

0 

0 

0 

0 

62 

0 

0 

0 

0 

0 

0 

63 

0 

0 

0 

0 

0 

0 

64 

0 

0 

0 

0 

0 

0 

Age 
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TABLE  A-2 


PROBABILITY  OF  TURNOVER  GIVEN  CURRENT  AGE  AND 
YEARS  OF  SERVICE:   INTERMEDIATE  TURNOVER  ASSUMPTION 


Years  of  Service 


<1 

1 

2 

3 

4 

5  or  More 

20 

.31 

21 

.31 

.17 

22 

.31 

.17 

.14 

23 

.31 

.17 

.14 

.11 

24 

.30 

.16 

.14 

.11 

.09 

25 

.30 

.16 

.13 

.11 

.09 

.072 

26 

.30 

.15 

.13 

.11 

.08 

.064 

27 

.29 

.15 

.13 

.11 

.08 

.064 

28 

.29 

.14 

.13 

.10 

.08 

.064 

29 

.29 

.14 

.13 

.10 

.08 

.064 

30 

.29 

.14 

.13 

.10 

.08 

.064 

31 

.29 

.14 

.12 

.10 

.07 

.056 

32 

.29 

.14 

.12 

.09 

.07 

.056 

33 

.28 

.13 

.12 

.09 

.07 

.056 

34 

.28 

.13 

.11 

.09 

.07 

.056 

35 

.27 

.13 

.11 

.08 

.06 

.048 

36 

.26 

.12 

.11 

.08 

.06 

.048 

37 

.25 

.12 

.10 

.08 

.06 

.048 

38 

.25 

.12 

.10 

.08 

.06 

.048 

39 

.25 

.12 

.10 

.07 

.05 

.04 

40 

.25 

.12 

.10 

.07 

.05 

.04 

41 

.25 

.12 

.10 

.07 

.05 

.04 

42 

.25 

.12 

.10 

.07 

.05 

.04 

43 

.25 

.11 

.10 

.07 

.05 

.04 

44 

.25 

.11 

.09 

.06 

.04 

.032 

45 

.24 

.11 

.09 

.06 

.04 

.032 

46 

.23 

.10 

.09 

.06 

.04 

.032 

47 

.23 

.10 

.08 

.06 

.04 

.032 

48 

.22 

.10 

.08 

.06 

.04 

.032 

49 

.21 

.10 

.08 

.06 

.04 

.032 

50 

.21 

.10 

.08 

.05 

.04 

.032 

51 

.20 

.10 

.07 

.05 

.04 

.032 

52 

.19 

.09 

.07 

.05 

.04 

.032 

53 

.19 

.08 

.06 

.04 

.03 

.024 

54 

.18 

.08 

.06 

.04 

.03 

.024 

55 

.18 

.07 

.06 

.04 

.02 

.016 

56 

.17 

.07 

.05 

.03 

.02 

.016 

57 

.17 

.07 

.05 

.03 

.02 

.016 

58 

.17 

.07 

.05 

.03 

.02 

.016 

59 

.17 

.07 

.05 

.03 

.02 

.016 

60 

0 

0 

0 

0 

0 

0 

61 

0 

0 

0 

0 

0 

0 

62 

0 

0 

0 

0 

0 

0 

63 

0 

0 

0 

0 

0 

0 

64 

0 

0 

0 

0 

0 

0 

230 


TABLE  A-3 

PROBABILITY  OF  TURNOVER  GIVEN  CURRENT 
AGE  AND  YEARS  OF  SERVICE:   HIGHER  TURNOVER  ASSUMPTION 


Years 

of  Service 

<1 

1 

2 

3 

4 

5  or  More 

20 

.39 

21 

.39 

.22 

22 

.39 

.22 

.18 

23 

.39 

.21 

.18 

.14 

24 

.39 

.20 

.17 

.14 

.12 

25 

.38 

.20 

.17 

.14 

.11 

.0935 

26 

.38 

.19 

.17 

.14 

.11 

.0935 

27 

.37 

.19 

.17 

.13 

.10 

.085 

28 

.37 

.18 

.16 

.13 

.10 

.085 

29 

.37 

.18 

.16 

.13 

.10 

.085 

30 

.37 

.18 

,16 

.13 

.10 

.085 

31 

.37 

.17 

.15 

.12 

.10 

.085 

32 

.37 

.17 

.15 

.12 

.09 

.0765 

33 

.36 

.17 

.15 

.12 

.09 

.0765 

34 

.35 

.17 

.14 

.11 

.09 

.0765 

35 

.34 

.16 

.14 

.11 

.08 

.068 

36 

.33 

.16 

.14 

.10 

.08 

.068 

37 

.31 

.15 

.13 

.10 

.07 

.0595 

38 

.31 

.15 

.13 

.10 

.07 

.0595 

39 

.31 

.15 

.13 

.09 

.07 

.0595 

40 

.31 

.15 

.13 

.09 

.07 

.0595 

41 

.31 

.15 

.13 

.09 

.06 

.051 

42 

.31 

.15 

.13 

.09 

.06 

.051 

43 

.31 

.14 

.12 

.08 

.06 

.051 

44 

.31 

.14 

.12 

.08 

.06 

.051 

45 

.30 

.13 

.11 

.08 

.05 

.0425 

46 

.30 

.13 

.11 

.07 

.05 

.0425 

47 

.29 

.13 

.11 

.07 

.05 

.0425 

48 

.28 

.13 

.10 

.07 

.05 

.0425 

49 

.27 

.12 

.10 

.07 

.05 

.0425 

50 

.26 

.12 

.10 

.07 

.05 

.0425 

51 

.25 

.12 

.09 

.07 

.05 

.0425 

52 

.24 

.12 

.09 

.07 

.05 

.0425 

53 

.23 

.12 

.09 

.06 

.04 

.034 

54 

.22 

.11 

.08 

.05 

.04 

.034 

55 

.21 

.11 

.07 

.05 

.04 

.034 

56 

.20 

.10 

.06 

.05 

.03 

.0255 

57 

.20 

.10 

.06 

.05 

.03 

.0255 

58 

.20 

.10 

.06 

.05 

.03 

.0255 

59 

.20 

.10 

.06 

.05 

.03 

.0255 

60 

0 

0 

0 

0 

0 

0 

61 

0 

0 

0 

0 

0 

0  ' 

62 

0 

0 

0 

0 

0 

0 

63 

0 

0 

0 

0 

0 

0 

64 

0 

0 

0 

0 

0 

0 
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